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Proposals to temporarily extend unemployment benefits
have been considered during every recession since World
War II. The Federal Supplemental Benefits (FSB) program
of 1974 has so far been the largest and most costly of these
programs. This analysis and evaluation of the FSB program
addresses policy issues currently under discussion in regard
to thg rationale for and performance of such emergency ex-
tensions.

? .
In ?amining both the specific FSB program and the more
general question of whether benefits should be extended dur-
ing recessions, the authors explore a number of approaches
to estimating social benefits and costs. They recommend a
cautious approach to emergenty extension policies, sug-
gesting that such programs be considered. only during
especially severe recessiQns.’ ’

Facts and observationd krésented in this study are the sole
responsibility of the afithors. Their viewpoints do not
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. L INTRODUCTION AND SUMMARY

\

A. Introduction_ .

. Prior to the 1979-80 recession, Congress had temporarily
extended the duration fox which individuals were allowed to
collect unemployment insurance (UI) benefits in every major
recession since the 1950s. In_ 1970, Congress established a
permanent standby program of extended benefits (EB) that
automatically become payable during periods of hlgh
unemployment. Specifically, during periods when particular
'measures Of the 1nstired unemployment rate exceed certain
levels, the EB program mcreases the maximum duration for
UI benefits (including benefits payable.under the regular
state program) from approximately 26 to 39 weeks. In the:
recession of the early 1970s, Congress provided an additional
emergency extension (beyond EB) that increased the max-
imum duration to"52 weeks. Later, during the recession of.
the mid 1970s, Congress adopted emergency extensions

-under the Federal Supplemental Benefits (FSB) program.

That program increased the maximum number of weeks for
which individuals could collect benefits from 39 te as high as-
52 or 65 weeks. Although it was proposed, Congress dld not
adopt a temporary emeggency extenSIOn “during the high
Unemployment period that began in late 1979

- This paper evaluates the overall performance of the FSB
" program and provxdes a general framework for future con-
sxderatxon of emergency supplemental beneﬁts programs. It
2 L .

I . ¢ 1
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2 Introduction and Sumimary ' R

concludes that the desirability of suck programs is ques-
tionable. On the one hand, emergency extensions satisfy a
number of needs that existing policies are’unable to rheet.
For example, they provide increased unemployment protec-
tion to workers, and temporarily maintain the income of
those 1nd1v1duals who have exhausted their regylar UI and
EB entitlements. On the other hand, such extensions are in-
evitably céstly because benefits are typically extended in an
all-inclusive ‘‘shotgun’’ fashion and may previde substantial
work disincentives.. It appears then, that with the exception
of severe recessions, emergency extensions of the FSB-type
should be used but sparingly. Existing regular Ul and
benefits payable under the permanent EB program should
remain the primary means for meeting the needs of the
unemployed

e . ~

B. Outline of the Paper -
<
P
The remainder of this paper is divided into five chapters.
Chapter II provides a brief historical summary of legislation
concerning unemployment "benefits duration. It stresses the
expanding federal role in.such policies and p/omts out the

_ assutnptions generally believed to have prompted this eXpadl-

sion. Chapter III briefly describes the characteristics and
labor market experiences, of individuals who collected
benefits under FSB. Chapter IV discusses the general alloca- .

tional effects of extended benefits programs and exantines . .

the specific effects of the FSB program—for example, °
whether FSB encouraged individuals to remain unemployed
longer and how iwell jt mamtamed aggr@te purchasmg '
power during the recession. Chapter ¥ considers “the
distributional impact of FSB by examining how well it com-
pensated workers for their recession-induced uhemployment

" and whether it prevented poverty among the.lowest income
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"% The provision of emergency ex;ended benefitsis inereas-
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AN

' FSB recipients. How FSH relates to exr%tmg and proposed

wetfare,pz:ograrhs is also considered. Fin liy, chapter VLpro-
vides an overall assessment of FSB (andgemergency extended
benefits programs in general) by addressing seven basic ques-
tions that policy makers will Have to answer in future reces-
sions. A brief discussion of altérnative polrcres during reces-

~

stons is also mcluded o . . .

C. S_dmmary of .Fﬁndings

e -
v

Because this paper is itself a summary of moreé extensive .
research on extended beneﬁt;s progtams, it is impossible #o e
mention all of “the issués* exammed in that research.
However, some of the major themqs, more fully detailed in

this paper, are briefly summarized below First, with respect

to the legislative hrs;tory of UI benefit duratron provrstons

r

the followmg pomts are noted: o .

v [
P

'+ * The debaté over the ideal disration of UI benefits is

10ng-standing. Disagreement $till exists over how the-in-

creased benefits provided by longer UI durations should
" be traded off agamst any woi‘k disincentives they may . .
. cause. . . T N ,

”

* There is general agreement that the djstinction between

“earned right’’ to unemployment insurancg apd-a
income mamtena}nce ratronalefor benefits bego
,clear as longer UI duratrons /are consrdered

.ingly regarded as one aspect of an overall federal man-
date to provrde macroeconormc stab111ty

¢ Enactment of the p!:rmanent iextended benefits (EB)
)program m 1970 marked the flrst time UI legislation

’J‘; ~ \
. g.
. . .
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‘ provided utomatlc actlvatlon of extended beneﬁts
}. durmg recessions. :
1}
Exammanon of FSB recipients’ characte’nstlcs and. laborf
. market expenences in chapter III shows: | -

+
’

e  FSB-recipients were more likely to be women and more
likely to be oldér than other grqups of unemployed in-

. dividuals dunng the 1974-75 recession. This result stems
partly from lower Ul ehglblllty rates among younger
workers. It may also have’ been the result of weaker
alternative, economic opportunltles for women*and

older workers. e .o
’ ., T - . . '

¢ FSB recipients had, in general, a long record of employ-
- . ment, having worked an average of 17 year;iincluding 5.
years at the job held prior to rn:ecelvmg UI benefits.
.-  Following the laygff that led to FSB, recipients were
~ yunemployed for a substantial length of time, an average }
of 61 weeks during their first completed spell. Three-;
. quarters of these unemploymént spells ended in’
. @ reemployment. .

* At a point approximately three years after the initial
layoff, 57 percent. of FSB recipiénts were reemployed,
with males and younger individuals having relatively
greater success in finding work. Real weekly wages on
these jobs had,.however, fallen by about 10 percent
relative to wages on the pre-Ul E)fb/}early one-third of

. ‘all reemployed individuals experfenced a reduction in
- real weekly wages of 25 percent or more. These declines
in weekly wages were about equally attributable to- /
N . decreases in hours worked and decreases in hourly wage -
rates.
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Among the more important allocational aspects of exténded
benefits programs examined in chapter IV are the following:

_Extended benefits PXograms appear to contain work

disincentives .stemming from the increased unemploy-
ment durations theyJprovide. There is disagreement,
however, over the exact size of those gffects. Some: '
estimates suggest that FSB added about 0.5 percent to

" the unemploy_mf:nt rate during the mid 1970s.

L 4

_The connection, if any, between extended benefits and

the job search behavior of recipients hag not yet been
well researched.

Extended benefits pragrams may provide some degree
of macroeconomic stabilization dugyig recessions.
However, evidence frQqm the FSB program shows that
such effects are probably small relative to other

. stabilization policy initiatives such as automatic and

discretionary tax cuts, and that extended UI benefits
programs may, of necessity, lag in their impact on the
economy. ’ ) .

. -

Chapter V discusses the ‘followingkincomé' distributional

arguments_for extended beneﬁts programs:

The permanent EB program may be sufficient to keep -
the percentage of claimants who exhaust their benefits
within acceptable bounds during mild recessions. It ap-
pears that during the mid 1970s FSB reduced exhaustion
rates to well below their-pre-recession levels. « . -

To hold the earnings replacement rate (total benefits
paid ' divided by lost after-tax earnings) constant Jas
unemployment rates fluctuate, UI duration shoyld be

3

Iy
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‘ment rates c;onstant durmg most fecessions.

Aniip

~ AR

" extended by33.5 to 5.1,weeks for each 1 percentage point

increase in the insured unemployment rate. The perma-
"nent EB program is sufficient to hold earnings replace-

-

alternative income maintenance programs do hot pro-
vide adequate support for UI exhaustees and the need
for income - support by exhaustees is greater during

' recess:onary perlads Evidence front the recession of the

mid 19708 supports ‘both assumptlons although the

- evidence concemmg the second assumption is weak.
. PEEE TN . -

/

‘The FSB program’ ad a’substantial antipoverty effect,

but substantial benefits went to the nonpoor as well.
That is, FSB was “target inefficient.” - .

K

Pohcy questlpns concermng UI extensions during future
recessions are addresSgd in chapter VI. Some of the

. highlights are:

I I
J’ . -

It is argued that.an FSB-type program is not needed dur-

ing mild recessions because the EB program is gafficient

‘to keep exhaustion rates from rising earnings

replacement rates’ from falling during such times. Fur-
thermore, the BB program provides breathing space be-
tween the start of a recession and the time when further
extensions might*be needed, which allows policy makers

" time to assess.thé severity of a recession and, conse-

pently} the need for FSB. -
Insurance ar ments for FSB suggest that potential
duration shoyld be increased about 3.5 to 5.1 weeks for
every l“pergentage point rise in the insured unemp‘loy-

tipoverty arg_uments for 'UI extensions assume that

L ]
r
%/‘

¥

-
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Income maintenance arguments for FSB weék}y support
extension$ in the- uppet part of this range.

e  Few Options help poticy makers mltigate the drsmcentrve
“effects of extensigns. Eligibility restrictions related to
the amount of past dvork ¢xperience would have almost
no effect on recrplent characteristi¢s and post-UI lazc?/\
market activities. But stiffer job-gearch and job acg

tance requirements might have some effect by reducing .
eligibflity for certain groups of workers.

=

Several optrons allow pohcy makers to target unemploy-
_ment benefits og the podr, although some of them ¢
would be administratively difficult. Use of an income
eligibility screen appears to be the easiest, most effective
way to achieve this potential program goaf.

e - Analysis of the necipients’ experiences under the FSB
. program provides little guidance for improving job
search outcomes. The availability of employment and
training services had few.effects.

e  Future FSB programs should be financed from general
revenues, thereby treating FSB as a countercyclical pro-
grafn and emphasizing that natiopal recessroris are a
federal responsibility.

* A more generous welfare system woild reduce the need
for FSB as an antipoverty tool. However, an additional
ot antrpoverty effect would be achieved with Ul exten-
sions. Income-testing of* unemployment assistance
'benef’ ts for regular UI and EB exhaustees (as recom-
‘mended by the National Commission on Unemploy-
nt Compensation) would reduce the costs involved in
reaching that goal. -

-1

S

=
[
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e  Other programs such as a countercyclical public service -
employment program for UI exhaustees would also
- mitigate the need for extensions, but they® would
/ ‘ probably be only a partial substitute during periods, -
y when emergency Ul extensions were judged necessary. -
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1. A HISTORY OF Ul DURATION
. LEGISLATION

¢
)

A.Introduction ~__—

Legislators most often take-a piecémeal approach to
amending social policies, making numerous changes as ex-
perience accumulates. UI has been no exception, particularly =
with regard to duration policy for unemployment benefits.
Since the onset of the program, the maximum duration of
benffit payments has undergone a sporadic yet continual
prokess of extension, with first the states and then the federal
govexument taking the lead. Although the process has been
uneven) several basic objectives have continued to concern
legislators and to influence legislation. This chapter will
survey these general influences. Three sections provide a

. chronological history of the duration debate and the-

legislative changes it brought about. Section B summarizes
pre-World War II experience; section C examines the evolu-
tion of duration provisions during the'1950s and 1960s; and
section D covers the 1970s. Following this brigf historical
review, we consider two general questions tha&have influenc-
ed'duration since the establishment of the UI system: (1)
What indicators are appropriate for judging the adequacy: of
duration provisions (section E)? and (2) How should deci-
sions on duration reflect the distinction between UT and
welfare (section F)? Each of these concerns will be analyzed

.in detail. Later chapters will then emphasize their relevance

to FSB-type programs. Finally, section G provides a brief
conclusion to the chapter. ‘
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B. Early Histéry» |

The early” wnt.mgs on unemployment i insurance estabhshed
three basic program ob;ectrves

-

——

-

(L) msurance agamst personal income loss far mdmdual

workers, j\/
s ~%

S
\(2) aggregate income maintenance in the general

* économy; and

(3) employment Stabilization for firms.

At first, the accomplishment of these objectivesgas limited
because of a relatively narrow view of what an unemploy-
ment cdmpensation program should be. The program was
designed)td provide only a.‘‘first line of defense,’/gr the or-
dinarily steadily employed.' This belief was emphasized by
Arthur Altmeyer, then chairman of the Social Security
Board. )

[

“The purpose of Unemployment Compensation is to
provide some minimum protection when those per- _»
sons who are ordinarily: employed become
unemployed. It is not relief nor is it intended to
meet all unemployment under all copditions. The
prime objective of Unemployment Compensation
is to provide benefits to sons who become
unemployed in normal times due to the ordinary
changes in business conditions and also to provitj
the first line of defense during periods of unusu

. unemployment and severe business depression.?

L4

- 1. U.S. Committee on Economic Security report to the President, 1935.
- 2. Heating on HR 6635, Senate Finance Committee, 76th Congress, first session, 1939,

) Co ~_ )

e

o ¥4

o) F



Ul Duration Leglslauon - H )

Accordingly, the duration of beneﬁts was strictly hrmted'
P at the program’s outset. N s

* s » -
.
' ’

Unemployment Insurance cannot glve comp“rete
and unlimited compensation te all whg are
unemployed. Any attempt to make it do so con-
fuses Unemployment Insurance with relief, which it
is designed to replace in large part. It can give comn-
pensation only for a limited peried and f6r a
percentage of the wage loss.> L
. It seems reasonable to ask why an unemployed worker is <
‘) not covered for the entire spell of unemployment, provided
that he or she is attively’looking for work and does not turn
down any suitable job offers. Initially, there were two
reasons for the limit on benefit duration. First was the fear
. of hiﬁx costs to the system.

Coming tothe concept of Unemployment Compen- ..
sation, -we regard it as merely a measure to give
limited benefits to employees dunng a period while
they have.a reasonable opportunlty to be taken
back within_a short time in their old posmons
Unemployment Compensation, if it is nof to be
mere relief, must be based on the contributions that
are received. Unless the contributiomn rates are ex-
" tremely hiéh, the period during which compensa-
tion can be paid will necessarily be quite limited. .
. . Unemployment Compensation as we conceive it is .
- something that the man should get in cash during * C
~such a period as can be pald for by the contrlbu- N

tions.*
E i

3. House Report No. 615, 74th Congress, first session, 1935.
4. ngs before the Senate Committee on Finance, 1936, .
“Stdiement of Professor Witte, Executive Director of the Commutee on Economic Sccun-

ty." ’ :

/
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R

These . fears were reinforced by, overcautious actuarial
estimates of the maximum number of weeks of benefits that
could be paid for a given contribution rate and waiting
period. ©n the basis of the 1922-1933 statistics, the staff of
the Committee on Economic Security €stimated that a 3 per-
cent contribution rate could finance only eight weeks of
benefits with a two-week waiting period, and only fen weeks
of benefits with a four-week waiting period. Using the
1922-1930 estimates for a 3 percent contribution rate, it
estimdted that twelve weeks of benefits could be paid with a
four-week waiting period.* ;

~ L -
3

The second reason for limiting the dufation of benefits'
was fear that unemployment benefits posed ‘‘economig
risks” to the community (Burns, 1949). The payment of
unemployment benefits allows the beneficiary to ‘‘hold out”’
for the type of employment to which he or she is accustomed
and which is at a wage rate that is “‘reasonable’’ (presumably
near or. equal to that of the previous job). Hence, it may be *
the case,that unemployment benefit payments will permit
postponing what may be desirable economic readjustments
when viewed by the community as a whole. On the other
hand, it is ‘undesirab¥ for the community to force an
unemployed worker to accept the first employment oppor-
tunity regardless of its nature. There was, therefore, the
sense that a healthy economy required having ‘‘the right man™ *
on the right:job’’ (Clague, 1949).

, - ’

The maximum duration of benefits then, involveda com-
promise between the interests of society as a whole and thosé
of unemployed workers. It was argued thdat maximum durg
tion provisions should only provide fbr a reasonable period

durmg Wthh an unemployed worker would look for suitable
A

5. For both estimates the weekly benefit amount was assumed equal 10 half the prior weekly
wage. ] ) % .

-
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"employment, and after which the economic risks to the com-
. munity were too great. This concern was voiced ingthe first
-session of the 74th qugress (1935):
In normal times it [unemployment compensation]

will enable most workers whq.lose their jobs to tide
themselves over until they get back to their old
work or find other employmeht without having to
resort to relief. Even in depression it will cover a

- considerable part of all unemployment and will be
all that many workers will' need. Unemployed
workmen who cannot find other employment
within a reasonable period will have to be cared for
throug\h work relief or other forms of assistance.®

-

_C. Evolution of Duration Provisions in the
Post-War Period

siderations (high costs and economic risks)
the desire not to make unemployment compen-
sation a relief program resulted in conservative duration
maximums. By 1938 only six states provided a maximum
benefit duration of more than 16 weeks. In addition, the
precise duration for each individual worker was further
limited, in all states (except Ohio), through provisions allow-
ing workers to draw benefits totaling only a small fraction of
their earnings during a specifted previous base period.

These two

The conservative limits on overall duration maximums
and the equally conservative limits on individual entitlements
meant that unemployment compensation would cover only a
" +small portion of the earnings losses of unemployed workers.
Although there was discussion of extending benefits for cer-

6. House Report 'No. 615, 74th Congms.(ﬁs] session, 1935,

+
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tain classes of workers, there was no consideration of alter-
ing durations to meet general economic circumstances. Dur-
ing World War II and through most of the 1950s, economic
activity was at a high level and unemployment insurance
claims were lower than anticipated. State unemployment in-
surance funds rose, and it became clear that the earlier ac-

tuarial predictions had been far too cautious and that ..

' benefits could be paid for longer periods (and waiting weeks
reduced). As a result, many states began to liberalize their

benefit duration provisions: the average period over which

benefits could be received rose from 13-14 weeks in 1941 to
21 weeks by 1952. The increase in the maximum duratior of
benefits continued through the 1950s in the ‘‘absence of any
clear norms governing the process’’ (Becker, 1965). By the
late 1950s, most states had adopted a maximum duration of
26 weeks and several states had started to experiment with
. ‘even longer durations.

Although there were two recessions in the immediate post-
war period (in 1949 and 1954), it wasenot until the severe
recession of 1958 that benefits beyond those called for under
regular state programs were made available. In that yeas, ex-

tended UI benefits were provided under the Temporary -~

Unemployment Compensation Act (TUC) in states that
chose to accept the program. Not all states participated in
the program, although some nonparticipants chose to imple-
ment extended benefits programs of their own. TUC benefits
were funded by repayable ‘‘advances’ from the federal
unemplo¥ment insurance trust funds which were ultrmately
repaid by the participating states. The TUC program prov1d-
ed one additional week of benefits for every two weeks of an
individual’s 6riginal UI entitlement. All later UI benefit ex-
tension programs have followed a similar formula by defin-
ing the number of weeks of extended benefits to be some
fraction of an individual’s regular Ul entitlement (a max-

L -
a

-~
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imum in the total number of weeks of benefits that can be:
collected has also been added to the formula). The variabijlity °
in the regular UI duration provisions of states has therefore
been adopted into extended benefits policy as well.
A second extended UI benefits emergency program was

prOposed by President Kennedy'in the wake of the steep

-~economic downturh in early 1961. This program, adopted as
the Temporary Extendedﬂg\rnployment Compensation Act
(TEUC) was broadly similar t6<the earlier (1958) TUC law.
The major differenges were that the TEUC program was
mandatory -for all states and benefits were funded through
an increase in the federal unemployment tax.” Benefit

, bayments continued to be made through the state'programs, .
however, with state laws determining weekly benefit
amounts and eligibility and disqualiﬁcation provisions. In-
volvement of the federal government in financing the TEUC
program established the precedent of the federal govern-
ment’s taking the initiative in extended unemployment
benefits policy and since that time most such pollcy has’
originated at the federal level. ‘

D. Extended Benefits Policy in the 1970s
¢ .

Experiences with the emergency temporary extended
benefits programs of the late 1950s and early 1960s led to the
recognition of, a need for a more automatic policy response
to recessionary circumstances. After several abortive at-
tempts at establishing-such a policy in the mid 1960s, that
need was formally recognized with passage of th¢ Employ-
.ment Security Amendments of 1970, under which a pgrma-
nent program of federal and state (50-50) financed extended
benefits (EB) would come into effect during periods of high

7 Pnor to the TEUC program, scvcra‘l states had adopted extended benefits provisions in
thelr own Ul laws. Such state extensions were generally subsumed under TEUC.
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s+ ~unemployment. As ‘with the earliertemporary extensipn pro-
grams, provisions of the EB program allow each claimant tq
draw additional benefits during such periods up to half of his

or her regqlar UI entitlement, but not for more than 13 add-
ed weeks nor- for more than 39 weeks in all. For states in
which regular benefits can exceed 26 weeks, the state is reim-
bursed by the federal govérnment for half the costs of
regular benefits paid Beyond the 26th week during the EB
_period. The lfeder"al share of EB costs is financed from
Federal Unemployment Tax revenues and the state share by

state UI reserves. These regular extended benefits are’

automatically ‘‘triggered’’ whenever the insured unemploy-
ment rate (IUR) averages 4.5 percent nationally during a
13-week period or when the 13-week average IUR in a state
equals at least 4 percent and gt.zlseast 120 percent of the

- average of the IUR in the corresponding period in the two
previous years.® Dissatisfaction with the 120 percent provi-
sion of the specific trigger formula has caused it to be
suspended temporarily several times. Because of these ex-
periences,&tates ar¢ now Permitted to waive the 120" percent
requirement if the 13-week state IUR equals or exceeds 5 per-
cent. -

kil

. There - were ‘twd temporary emergency extensions of .

benefits beyond EB during the 1970s. BotPf were entirely
federally financed. The first was enacted in 1971 as the

Emergency Unemployment Compensation Act of that year. -

Under that program a maximum of 13 additjonal weeks of
benefits was payable in states with very high unemployment
rates.® Originally Scheduled to expire in September 1972, the
"program was continued unti%irch 30, 1973. /

8: In computing these trigger rates, national a'are seasonally adjusted, whereas state

data are not.

gi= 9. Because the trigger formula for this emergency program differed from ihc one used i
the regular EB program, the recession of the early 1970s was characterized by'the confusjnig
situation that states could have no program of extended benefits, could offer only EB,

could offer only yagmw program, of could offer both programs,
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It is the second emergency extension of the 1970s, the
Federal Supplemental Benefits (FSB) program, that provides
the focus of this report. As originally enacted in December
1974 (as part of the Emergency Unemployment Compensa-
tion Act of 1974), FSB proyided for up to 13 additional
weeks of benefits to individuals who had exhausted their EB
entitlements (up to 52 weeks in all). As with EB, a claimant’s
actual entitlement under FSB was set at one half his or her
*Tegular UL entitlement. An additional 13-week tier (or
another 50 percent of the regular Ul entitlement) of FSB
benefits was added in March of 1975. This increase entitled
individuals to collect up to 65 total weeks of UI benefits—26
gron\?h??rcgu* r state UI program, 13 from the EB program
and’26 from FSB (or up to 2.5 times their regular Ul entitle-
ment if that was less). With these provisions, FSB
represented the longest duration for UI benefits in the
hlstory of the program. '’ ¥

Two furthér amendments to FSB had the effect of scaling

back the program somewhat. PL 94-45 specified that as of

January 1, 1976, the maximum duration available under FSB

.would .be a funetion of the average 13-week insured

s unemployment rate in each state with an average above 6
o percent being required in order to be eligible for up to the .
full 26-week FSB entitlement. FSB came to resemble the EB
program in the sense that it was triggered on (and off) in
phases, depending on a state’s labor market conditions. In
later chapters we develop criteria by which to assess whether
th?se various trigger md1cators were set at appropmate levels.

3

. The final major amendments to FSB took effect in April
1977 under PL 95-19. These had two important effects.
First, they eliminated the setond tier of FSB, thereby reduc-

. <) .
10. Imtially, FSB was financed as a charge on Federal Unemployment Tax revenues, After
ey March 1977, it was financed by general revenues. N

- )= -
. N "‘ =
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ing the maiumum FSB entitlement to 13 weeks in states that
met certain-trigger requirements, and they provided for the
ultimate phaseout of the FSB program in early 1978. Second,

and perhaps more important, the amendments mandated,
for the first time, that certain uniform federal eligibility and
disqualification ‘standards would apply to FSB recipients.

The previous practice had been to use existing state stan-
dards. The federal standards wer?gegerally more stringent
than the corresponding state standards and were enacted in
part because of congressional desire to *‘tighten-yp’’ the FSB
program. The provisions seem to have had that effect, $ince
FSB derials increased sharply following implementation of
the new standards, and apparently many FSB cldimants
stopped filing on their qwn once they learned of the new re-

" quirements.

' &

" Overall then, the 1970s experienced major changes in ex-_
tended UI benefits policy. The EB program was established
as a permanent, automatic UI policy response to recessions;
and a variety of emergency legislation was enacted that pro-
vided further temporary extensions. In the recession of
1979-1980, the EB program also came into effect in many
states and, for a while, on a national bdsis, althgugh after
considerable congressional debate no emergency extension
program was enacted. Before turning to a substantive ex-
amination of the most important piece of emergency legisla-
tion during the 1970s (the FSB program), it may be helpful to

“ provide a brief review of some major policy issues that have

characterized virtually every debate over emergency benefit

. extensions. s

E. Indicators for Legislative Action: Unemployment
and Exhaustion Rat&s

‘Certain regularities are apparent in the legislative debates
about emergency extensxons of UI benefit durations; We will

.t

]
“~
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and the rejdtionship between Ul and welfare. With respect to
the first/'there is general agreement on the kinds of economic
indicators that tend to signal the need for emergency action
ron extended benefits. Throughout the post-World War 11
period, three macroeconomic variables have played an im- .
ortant role in influencing legislative dec151ons the overall |
ﬂnemployment rate, the mean (or medlan) duration . of
unemployment spells, and the exhaustion rate for regular
UI. Table II.1 shows that these three measures are closely -
related for the 1953-1978 period.!! Quarterly data on the me-
dian duration of unemployment spells and the exhaustion
rate for regular UI were used as dependent variables in sim-
ple regressions run with the overall unemployment rate as the
sole explanatory variable. These simple regressions explained
the variance of the dependent variable quite well—85 percent
_~  of thé varian¢e in spell durations and 92 percent of the
variance in exhaustion rates were explained by a single
measure of labor market tightness—the overall unemploy--
ment rate. More specifically, the results show that each 1
, ~ percentage point increase in the unemployment rate tends to
be correlated, with a nearly one-week (0.93) increase in the
length of the median unemployment spell. Since the national
unemployment rate increases by 2 or 3 percentage points
during .a “‘typical”’ economic downturn, these results in-_
dicate that the median worker is unemployed about two or
three weeks longer during such periods. The incidence of
relatively long unemployment spells also increases commen-
surately. Table II.1 also shows that higher, unemployment
rates are associated with higher rates of regular Ul beriefit
exhaustion. On averageggach 1 percentage point rise in the !
unemployment rate teff8 to be associated with a 4.4 per-
centage point increase in the exhaustion rate. Therefore, . ex-

11. Underlying data on these variables for the 1974-77 pcnod are prowded in tables V.1 and
V.2, '
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" haustion rates for regular UI might rise by about 9 to 13
percentage poihts (say from 25 to 35+ percent) during a
typical downturn. Each of these empirical regulantles has
‘been reflected in legislative debates.

-_—

. * TABLE IL1

Effect of Unemploy;nent Rate of¥uration
of Unemployment'Spell and UI Exhaustion Rate
United Statee, 1953-19783 )

Independent Vanable : “Dependent Variables

" Measure of Effect of ~ Median Dpration of Exhaustion Rate
Unemploymeft Rateb* Unemployment Spell  for Regular Ul

Coefficient 0934 4.422
(t statisticy "~ . - (9.692) (11.493)
Consant " . . 0060 6.13
s (t statistic) . (-0.108) (3.740) ~
R R 7 922
Standard Errdr -, ' 0697 / . .028

[
F-Statistie” < - . lO&le 148.147
Durbin Watson Statistic - 2.1/{‘ C2077

(vanous issues) for. the exhaustionf rate series and Employment and Earnings (various
issues) Tor the other data.

b. Seasonally ad)ustcd quarterly ratcs N /'

&

% o - . R
a. Sources of the data underlying these measurj are Unemployment Insurance Statistics

N The connection between: / fising unemployment and-
‘lengthening, unemployment Spells was clearly reflected by
- Secretary of Labor John T. Duniop’s statement before the

Senate Ftnanee Committee in 1975
/

I do thtnkrthat it is appropnate that the duration
should nse in trmes f very heavy unemployment

53




Ul Duration Legislation 21

. The reason for that principle, I think is this: the job
search which takes place in a labor .market may
take a lot longer, and one may have to travel a lot
further intimes in which unemployment levels are
appregjably higher, So, the notion of expanding the
benefits, with the level of unemployment is, on the .
whole, a sound principle.'?

g

- The concern over longer unemployment spells during
perlods of high unemployment also leads naturally to con-
‘sideration of UI exhaustion rates. If, in times of high
unemployment, benefit duration should increase to provide
- ‘“‘adequate” coverage for those workers whose unemploy-
ment spells lengthen, the exhaustion rate is then a *‘test”’ by
which the adequacy of benefit durations might be judged, In
1958, for example, President Eisenhower, in a message to
Congress, called for Ieglslatlon extending benefits for those
workers who had exhausted their regular “benefits. In
reference to the President’s remarks, Secretary of Labor
. James P. Mitchell stated in Senate hearings before the
Finance Committee: )

JThe President’s recommendatipn for this tem- '

. porary leglslatlon was based on the fact not only
that'unemployment increased sharply after the first
of the year and rose tb heights far above normal,
but also.that the rate at which unemployed workers
“were exhaustirig their “unemployment insurance
benefits ancLstﬂlxemmned unemployed was sharply
increasing 1n many areas.'’

The belief of ihe founders of the unemployment i 1nsurance
system—-that the duration of benefits should be sufficient to

12, Senate Hearings (Finance Committee) 94th Congress, first session, June 1975. *
" 13. Senate Hearings (Finance €ommittee) 85th Congress, second segsion, 1958.

it
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/ az

insure protection through temPorary periods of
unemployment—has generally been interpreted to mean “‘a
duration sufficient to enable the majority or the ‘great ma-
jority” of insured workers to find suitable work before ex-
hausting their benefit rights.””** Although there has been lit-
tle explicit agreement as to what the “great majority’’ of
workers should mean, in practice the notion has been widely
held that total exhaustion rates for all UI benefits (including
extensions) should not rise precipitously during recessions.
In chapters IV and V we will examine the connection ¥-
tween the length of unemployment spells, exhaustion rates,
and Ul extensions in considerably more detail, and the em-
pirical results indicated in table II.1 will provide some useful
* rules of thumb for discussing policy altefnatives.

F. Unemployment Insurance and Welfare.

Another recurrent issue in the legislative debate over ex-
tensions in UI duration is differentiating between an
unemployment insurance and a welfare rationale for com-,
pensating individuals with very long unemployment spells.
The link between the insurable risk of unemployment and
the cause of the present unemployment becomes unclear dur-
ing longer spells. Several observers have suggested that after
a worker has exhausted a certain number of weeks of
benefits, he or she should na longer be the responsibility of
the unemployment insurance system but should instead
become the responsibility of the welfare system. In some
European countries, for example, income-tested welfare
payments automatically become payable after exhaustion of
regular unemployment insurance benefits. Recent proposals
in this country have suggested similar arrangements, or have '
at least attempted to defingffnore clearly a workable relation-

14: **The Role of Unemployment Resources Today . . . And Tomorrow,” Employment
Security Review, AUEEC1962, p. 33. .

’)l’
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: :
ship between unemployment insyrance and income .

maintenance programs. Former Secre of Labor Dunlop,
in the same statement in which he fadvocated increasing
benefit durations during the 197475 re ession, also spoke of
the need to limit the extensions:

I cannot tell you where my ideal Emit is. I, myself,

am concerned . . . about our system degenerating
into what I call a public assistance program. . . . I

do favor this extension at this tim% ‘because we have

not in this country ‘placed into effect a comprehen-

sive type of welfare program; [ ther] solution to
these two problems would say after a certain point,

a persciqn who was unemployed—] do not care for

the moment whether you say 52 weeks, 65 weeks,

78 weeks, or some other num ‘r—ought to be
treated financially not as part of the unemployment
insurance system, financed in the way an
unemployment insurance System is, but ought to be
treated as a part of some welfare| program.'*

-

e “agnomic risks”’
the duration of
am. He noted that
more may be due to

Dunlop went on to-speak of the very sd
that were responsible for the limits
benefits at the outset of the UI proj
. unemployment durations of 52 weeks
some structural factor in the com ity and/o? industry
that would result in the lost jobs never again becoming
available. In such circumstances, dlreqt income support may
be more appropriate: than contmunjg unemployment in-
surance benefits. ' !

Debate over tie connection betweln UI extensions and
public assjstance continues to this da.b'. Two gen‘eral ques-

-

15. Senate Hearings (Finance Committee) 94th Congress| first session|, June 1975,

.
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tions have characterized more recent discussions of the sub-
. ject: (1) whether extended Ul beneﬁts should be subject to
" some type of means test; and 2) how extensions should be -
financed. Although there has been considerable analy51s of

the first question (and we take up the issue in detail in

chapter V), it ha$ received only slight attention in legislative

debate. Emergency extensions have usually been enacted

quite rapidly leaving little time for a full airing of the means-

testing issue. There have been, however, some changes in the

financing arrangements considered appropriate for emergen-

cy extensions. After March 1977, FSB benefits were financed

through general revenues and this represented the first

departure from exclusive use of UI tax revenue;}h for Ul

benefits. Implicit in this decision to finance FSB' through

general revenues was the recognition that such long term

benefits should not be considered an appropriate financial,
responsibility 8f Ul tax-paying employers within the tradi-
tional social insurance framework. Rather, payment of
emergency extended benefits should be regardecLa/s part of

the more general responsibility of the federal government for

*mécroeconomic activity. .

4

G. Conclusion

»

This brief history of the legislative debate over UI dura-
tion provisions clearly illustrates two points. First, the
debate is longstanding. Many of the basic issues addressed in
the formative stages of the Ul system remain as controversial
today as they were then. What the duration of UI benefits
should be and how that duration should be altered during
recessiony is simply not agreed upon. Second, extended
benefit policy has become increasingly a federal responsibili-
ty. As the federal government .has taken a greater role in the
maintenance of overall economic activity, it has come also to
accept responsibility for initiating compensation programs,

S~y a0
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such as UI extensions. This is reflected both in the perma-
_nent EB pregram (required in all states and half federally
. financed) that is automatically ‘‘triggered’’ during reces-
sions, and in the emergency programs that have been entirely
federally financed and structured by federal policy makers.
This increased responsibiliby at the federal level heightens the -
need to coordinate extended UI benefits Policy with other
federal programs. -7
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CHARACTERISTI(ZS OF FSB RECIPIENTS °
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This chapter promaes background information for our
evaluation of the Eﬁﬁ program. It describes the demographic
and pre-Ul employment characteristics of FSB recipients,
and it also desgiibes their labor market experiences during
and after recei;)t of UI benefits. Data for this chapter and
much of the«,aﬂalysm reported in subsequent chapters were
collected forf3 sample of FSB recipients in 15 selected states;
the sample%as chosen to represent the 2.8 million recipients
who bewcollectmg FSB during 1975.' Whenever possible,
these ge%:rplents and their experiences were com\sared to other
unemfiloyed groups. These comparison groups included in-
dividifals who collected Extended Benefjts and not FSB in

A. Intioduction'

1975, and long term unemployed individuals who had lost

tl'!grr jobs.?

! ‘ -3
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1. A complete description of this sample and more extensivg analyses of the data can be
found in Corson, et al. (1977) and. Brewster, et al. (1978). The first of these reports was bas-
ed on data collected fora samplepf 6,835 FSB recipients who-were interviewed in March of
1976. A second interview was conducted in November 1977with a subsample of 1,522 of
these individuals; this smaller sample was used for the second report. This chapter draws
heavily on chapter 11 of the first report, which was written by Valerie Leach and on chapter
i1 of the second report, which was written by Walu:t N:chojson

2. EB recipient data were obtained from the same survcy&s the data for FSB recipients.
Data for long term unemployed job losers were obtained from special tabulations from the

March 1975 Current Population Survey. [
. Y {% L2l
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B. Demographic aﬂa‘rPre-UI Employment Charac-
teristics of FSB Recipients

s

Demographic Chracteristics

Compared with-EB recipients, or job losers who had been
unemployed for 27 weeks or longer, FSB recipients were
more likely to be female. Women accounted for 48 percent
of FSBrecipients, whereas less than 40 percent of the regular
insured unemployed and of the long term unemployed job
losers® and not quite 44 percent of EB recipients were female.

1

FSB recipients also tended to be older than other
unemployed groups—their mean age was 40 years, compared
with a mean age of 36 for EB recipients, and 38 for job losers
unemployed 27 weeks or more. Twenty-three percent of all
FSB men and 21 percent of FSB women were 55 years old or
older. These percentages were significantly higher than the
analogous figures for EB recipients (13 fercent of each sex
group).* Older men also formgd a larger proportion of the
male FSB population than of male’ 6ng term unemployed
job losers.

Thé relatively higher incidence of women and of older
workers among beneficiaries of extended unemployment in-
surance programs and among exhaustees of regular UI pro-
grams comparéd with other groups in the labor force also
has been noted in other studies.® It stems partly from lower
UI eligibility rates among younger workers and may also be

"due to weaker alternative economic opportunities for women
and for older workers.

3. The long term unemployed are defined here as those who had been unemployed 27 weeks
"¢ or longet. See table I 1. . ;

4, Differences are termed significant in this chapter if they are statistically significant at the
95 percent-confidence level,

. See, for example, Nicholson and Corson (1976).
y : ‘,

Q ) 3?




FSB Recipients 29

The proportions of white and: nonwhite workers among

female FSB recipients were the same a§ athong female long.

term job losers. However, there was a higher proportion of
whites among FSB males than among male long term job
losers. This is partly glue to the lower age of minority male
workers, compared with their, white counterparts, and to the
" lower UI eligibility rates of younger workers.

The education levels of FSB recipients were, on average,
comparable with those of other groups unemployed for 27
weeks or more. Over 60 percent of them had some high
school education or had graduated from high school but had
no further education. Levels of education, however, varied
more among FSB recipient$ than among other comparison
groups—relatively more of them had no high school educa-
tion and a higher proportion of them had some college
education. The contrast was greatest in comparison with EB
recipients. This difference between EB and FSB recipients
was associated with differences in their occupations and in-
dustries. As we show in the next section, proportionately
more EB than FSB recipients were employed in manufactur-

ing industries, where employees tend to have some high °

school but no higher level of education.

_ Sixty-one percent of FSB recipients (65 percent of the
women and 57 percent of the-men) were married and headed,
or shared responsibility for heading, their families; wherea$
only 49 percent of all long term unemployed job losers (55
percent of the women and 45 percent-of the men) were from
husband-wife headed families. Almost one-third of the job
loser group lived with but did not head théir families, com-
pared with only 18 percent of FSB recipients. Among the
men in the job loser and FSB recipient groups, the family
nonhead proportions were 40 and 34 percent, respectively;
among the women, they were 19 and 12 percent, respectively.
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TABLE II1.1

Demographic Characteristics of FSB Recipients and
Job Losers Unemployed 27 Weeks or More

. ' Job Losers Unemployed
FSB Recipients 27 Weeks or Longer

Demographic Characteristic Totsal Male Female Total Male - * Female

s1uadioY gS

Age ’ \
Under 25 . 21.2% © 16.9% 23.5% 26.0% 19.3%
25-34 25.3 25.9 22.8 . 25.3 18.5
35 - 44 154 17.8 17.5 18.6 15.7
45 - 54 16.3 18.7° 17.6 . 14.8 22.3
55-64 . - 13.5 13.1 15.9 14.4 . 18.6
65 and Older 8.3 7.5 2.7 09 5.6

100.0% 100.0%  100.0% 100.0%
40.4 38.4 36.6 41.5

S

A

Total 100.0%
Mean Age ™ 39.7

22 ~CEoEN

—Oo WV

S

Race -~
White | 84.7% . 86.7% 79.0% 74.6% .. 86.6%
Black and Other 15.2 . 13.2 21.0 25.4 13.4

Total 100.0%, 100.0% 100.0% 100.0%

Education . .
Some Elementary School 8.7% . 10.4% 11.1% 9.2%
Completed Elementary

School 8.3 . 8.0

.y
" [

8.2 7.7

S/




.
N
Some High'School - 23.8 23.2 24.4 26.2 28.5 22.4
High School Graduate 38.5 32.9 44.5 40.7 35.4 49,9
Some College 15.4 }7.6 13.0 . 10.0 11.0 - 8.3
College Graduate 5.5 6.9 4. 4.7, 5.8 2.6 ‘ .
. Total 100.0% 100.0%  100.0% . 100.0%  100.0% , 100.0%
Mean Years of School .
Completed 11.2 11.1 1,1.2 10.7 . 10.7 10.8 =
. Family Type and _Position of . s
Recipient '
Husband-Wife Headed o . .
Family .
Husband 30.0% - 57.1% -+ n.a. 28.4% 44.8% n.a.
Wife ' 31.1 n.a. 65.4% « 20.3 n.y 55.3%
Other Family Head ’ 6.2 2.9 9.8 6.8 32 13.0
_ Unrelated Individual ; : Co .
(Not Living with
Family) . 14.6 16.0 13.1 °
Nonhead Family '
Member 18.2 24.0 11.7 - .
Total T 100.0%: 100.0%  100.0% - -
. , - w
* Weighted Sample Size T L6817 3,579 3,238 4,200 2,600 1600 - R -
SOURCE. FSB data are weighted observations from the initial FSB, SUA survey. (See Corson ct al., 1977). Data on job losers were obtained f;:

from special tabulations from the public use file of the Current Population Syrvey, March 1975. .
NOTES: Distribution may not sum to total becuase of. rounding: n.a.= not applicable.
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Pre-UI Employment Characteristiés '

* _ Theindustgies in which FSB and EB recipients and all long «
: term unemployed job losers had been employed are reported
~intable II1.2. The high rate of UI coverage among employees
e of most manufacturing firms is reflected in the relatively
large proportion-of FSB and EB recipients who had worked
in these industries. However, fewer FSB than EB males were
employed in durable goods manufacturing—27 percent, com-
pared with 38 percent—and fewet FSB than EB females
worked in nondirable goods manufacturing—27 percent
compared with 35 percent. Altogether, 44 percent of FSB
recipients worked}in manufacturing industries. The.lower -
proportion of FSB compared with EB recipients (53 percent)
from manufacturing industries may have been the result of
manufacturing ﬁr;ns recalling emp‘loyees when the economy
started to recover. Relatively more EB recipients were recall-
ed to their pre-UI jobs and did not collect unemployment in- 4
surance long enough to begin collectmg #SB.

FSB recipients held their pre Ul JObS for an average of ’
about five years, and worked an average of about 26 months™
- during the three years before claiming UI (see-table I11.3). . . "¢
EB recrplents especrally the men—possibly because they
were younger, on average—had not held therr pre-UI jobs so
long. . , “-
! . .
Mean weekly earnings 'of FSB recrplents ‘were generally
slightly lower than the national average for production and .
nonsupervisory workers within the same industry, s were
¢+. . their hours of work. However, the reldtively high proportlon
~of FSB recipients from manufacturing resulted in their
overall average earnmgs being higher than the national
ve average for production and nonsupervisory workers. Only
"+ slightly fewer FSB than EB males belonged to a unron——42
» . percent compared with 45 percent

A 7
Axi




TABLE I11.2

\,l -

Percenuge Distribution of FSB and EB Recipients and of Job Losers . ¥
. Unemployed 27 Weeks or Longer, by Industry and Sex* . 9
]
o - . N s . ‘ Job Losgs Unemployed ’
R . - FSB Reciplents . EB Riciplents 27 Weeks or Longer .
_Industry Total Male Female Total Male Female Total Male  Female
- - . —
Agriculture, Forestry, ' o
/ . Fisheries 0.7% L1%  03%  03% 00% 00% 12%  15%  0.8%
Mining 0.3 0.5 01l & 05. 07 0.3 0.3 0.5 0.0
Construction 10.6 18.7 1.6 1.3 19.6 0.5 q12.5 18.6 1.7
~  Durable Goods .
Manufacturing 240 274 20.2 30.7 37.8 21.5 20.0 19.6 20.5 -
Nondurable Goods) . _2
¥ Manufacturing 20.1 42 267 22 123 353 14.9 19 202 |
|
Transportation and . ot o |
Public Utilities 4.7 5.7 3.7 4.2 5.4 2.5 4.7 6.3, 1.9 o ;
. . ~ |
- Wholesale | . . 8 .
Trade 2.6 24 2.8 1.4 1.5 1.3 3.3 3.6 2.8 =
. =]
Retail Trade 15.5 11.0 205 126 8.5 17.8 19.5 167 Qa5 . ?
.
. 171 125 22 131 86 '188 20 188 2.7 a




LY * i A » -
v - [y *
w N
. H -
. Local Government 03 =~ 03 03" 03 ° 03 04 3 o
’ Administration ' : . . ) - gj)
. . - . . T 1.6 2.5 | 0.0 ot
State and Federal Gov- i : . a !
ernment Administration 4.1 6.3 1.5 34 4.7 1.6 i ) )
. o
. . =5
Total 100.0% 100.0% 100.0% 100.0% 100.0% _100.0% 100.0% 100.0% 100.0% e
Weighted Sample Sizze__* . 6,819 3,577 3242 . 1,021 S73 M8 - 4200 2600 1,600
* SOURCE. FSB and EB data are weighted obscrvauons from the niial FSB/SUA survey. Data for job losers were obtained from special tabula- .
" tions from the public use file of the Current Population Survcy. March 19‘75 . 3
NOTE Distribution may not sum to total because of rounding.
a Industry refers to the job held prior to spell of unemployment. For FSB and EB recipients, this job, the “prc -UI" job, was the longest job .,
during the twelve months prior to claiming uncmploymcm insurance. ~ K > ’ .
<
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; o " TABLE IIL3
Pre-Ul Employment Characteristics of FSB and EB Recipients P
_ PreUl + FSB Reciplents EB Reciplents
Employment Characteristic’ Total Male 2 JFemale Total Male |, Female
Mean Number of Years ' * ) §«
Sirfce F’u's‘t Regular Job 200 208 " _M9.2 2.5 16.8 16.4 o
Mean ul{eroentage of Years PR
Worked Since Then ', ©  83.5  89.1 77.1 88.2 90.3 85.4
M b ; 14
Worked in 3 Yéars . .
_Prior to Claim for Un-  * .- _
¢mployment Compen-* T .
sation 25.8  26.8 24.8 27.0 , 27.8 26.2 .
. L X o . . » w
Mean Number of Monthis Low
Betwgen Start and End . éa .o o
Date of Pre—Ul Job 60.9 7 57.9 52.4 50.0 56.2 .
t
.~ Mcan Gross Weekly Earnj - . ' . L
ings in Pre-UI Job®" ! Sl70 5193 5 - 3139 ¢ $167 - $208 ' $116
(-} 4 . 4 r

s

T

Mean Hours Worked per < 7. -
Wedk in Pre-Ul Job qf‘ow u 23,7382 406 @27 319

I

Phrcenjage Bclongmg wat 130N NI . :
Labor Unior i Pre-Ul o - " 8 . ’
Job =~ -, v 354 423‘ - 2.0 368 45.0 26.6

& . ‘1(‘; N / N .
. 445 ’

6,089 3'.234 3864 1,000 563

wéigmed Sample Size
vy

SQURCE Data are wejghted stcrvanons from the l'?uual FSB/SUA survey.
usung pre-Ul wecl;ly wmngs to ]975 dolla.rs yxelded the t‘ollowmg resultss

-

EB Recipients

FSB;Rcmpnems .
. \l——— - v . ”, \
e Toqu Female - Total  Male  Female b
T, . sI80, SZlO - $147 7 -S173 s215 $120 .
~ . . t ! . . ' . .
. ) .
. . T Lo ‘

v
a
.
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., C. Labor Market Expenencw of FSB Recipients o
Kollowing Their Imttal Layoff

LY

Labor Market Expenences Over sze

~

-

" Data from the FSB surveys enable us to examine the labor
market experiences of FSB recipients during approximately
thresyears, beginning with the start of their UI claim (usual- Z
: ear 75) and ending with the Novemb&'\_/

" 1977 interviews. During this time (see table 1I1.4) unemploy-
ment was the predominant status for all groups of recipients
except young males (under age 25), who spent more time
. employed than unemployed, dnd older females (age 65 and
over), who spent the majority of their time out of the labor- g
force. Overall, FSB recipients spent nearly half the time
¢~ unemployed.® The implied unemployment rate was 59 per-
i cent over the entire three-year period. That is, FSB recipients

. who "were in the labor -force during that period were

.« unemployed 59 percent of the time. With the exception of

v _~ young males, all age-sex groups had unemployment rates.
over 50 percent. The highest rates were experienced by older !
respondents, both male and female. Other data from the
survey show that respondents collected UI benefits, in-
cluding FSB, for an ayeragg of 53 weeks over %his period.

‘ Because unemployment averaged about 78 weeks during the
period, we can conclude that about 68 percent of all the
unemployment experienced by FSB rec1p1ents ‘was covered

* by unemployment beneﬁts .

) More than threé-quarters of the weeks of uner:ke&ment /.

« experienced by FSB recipients: over the three-year period
discussed above occurred during the first completed spell
that started at the initial UI claim date and ended before

6. An individual was charactenwd as unemployed if s/he was out of work and looking for
a job, or awaiting recall—a situation that generally did not apply to FSB recipients.
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HD

_ - TABLE I11.4
Percentage Distribution, by Labor Force Status, of Time from
Initial UI Claim Date to November 1977 for FSB Recipients,

by Age and Sex -
(Total Weeks) ‘
. Labor Force Status
' Sample © omtoOf . )
Sex and Age Size Employed Unemployed Labor Foree  Total
TOTAL 1,350 34.4% 49.4% °  16.3% 100.0% .
Total 690 8.7 , 50.0 114 1000, -+ -
Under 25 176 483 * 46.3 5.4 100.0
26-34 161 46.9 49.2 4.0 100.0
3544 104 422 $3.6 4.2 100.0
45-54 7] .36.1 $3.9 10.0 100.0
, 55-64 v 9B~ 249 43.8 26.3 100.0
65 and over 59V 8.0 52.7 39.4 100.0
1
.FEMALE P .
Total 660 29.7 48.8 21.5 100.0
Under 25 108 ° 368 421 20.6 1000 . .
25-34 168 30.9 49.9 19.2 100.0 .
- . 35-44 127 37.0 52.2 10.8 100.0
, 45.54 <135 ¢ 3.2 50.4 18.4 100.0
55-64 7 C17.0 438 34.1 100.0
65 and over 41 3.3 4.0 21 lo&o

SOURCE: Data are from the follow-up survey of FSB recipients.-

NOTE: Initial UI claim filed usually in late 1974 or carly 1975. Distribution may npt add to
total because of rounding.

November -1977.” Table III.5 summarizes a few
characteristics of those spells. Overall, the mean length of
unemployment spells was, about 61 weeks and that average
was fairly uniform across most age-sex categories. Only

4 »
7. Only individuals who completed theis initial unemploymeht spell prior to the second in- .
terview were considered in this analysis. Three percent of t j sample was unemployed con-
tinuously from the Ul claim date until the interview, and they were not included in the

. analysis. - 4

»
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, TABLE IIL5 s .
Characteristics of the First Completed Unemployment Spell of FSB
Recipients Starting at the Initial UI Claim Date®, by Age and Sex

Characteristic of Spell
Reason for End of Spell

ean Length (Percentage of Reciplents)
Sex and Age Sample of Completed « Labor Force
. #Size Spell (Weeks)  Employment Withdrawal
All FSB .
Recipients 1,362 mé.g 73.4% - 26.6%
MALE .
Total 692 58.0 80.8 19.2
Under 25 191 48.0 92.7 7.3
25.34 163 52.2 90.8 9.2
3544 95~ 65.6 92.6 7.4 ‘
45-54 90 65.3 86.7 13.3- .
5564 90 0.5 58.9 4.1,
65 and over 63 61.2 23.8 - 76.2
FEMALE. .
-~ Total 670 64.8 65.8 34.2
Under 25 115 58.6 76.5. 23.5
25-34 164 67.3 - 683 31.7
3544 121 70.0 83.5 16.5 !
45-54 136 6.1 . V0.6 29.4
5564 -89 59.7 41.6 58.4
65 and over 43 59.6 11.6 88.4

2

. SOURCE: Data are from the follow-up survey of FSB recipients.
a. Usually 1n late 1974 or early 1975.

¢
.

younger males had a mean duration of less than one year,
“and no group had a mean duration of over 71 weeks.
Although it is not reflected in thg table, the distribution of

the length of unemployment spells was highly skewed. Over

17.5 percent of .the sample had spells that lasted more than .
100.weeks. The standard deviation for the entire sample was
45 weeks. Given the samiple sizes, this variability makes most.
of the differences in cell means reported in table IIL.5
statistically insignificant. Only for young males is there

A
£ 4 L4
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significant evidence of shorter completed unemployment
spells.
- - :

The initial unemployment spells of FSB recipients could
have ended in one of two ways: reemployment or labor
market withdrawal. The lower portion of table III.5 shows
the proportions of respondents by those reasons, and by age
and sex. Nearly three-quarters of all initial unemployment
ended in reemployment. For males there was a clear correla-
tion between increasing withdrawal from the labor force and
increasing age. More than three-quarters of male FSB re-
cipients age 65 and over ended their unemployment spell by
leaving the labor force. Females exhibited a generally similar
pattern, ‘but there was significantly more labor force
withdrawal in the 25- to 34-year-old age category compared
with adjacent age categories. Child-care responsibilities may

explain this pattern.

- Labor Market Activities in November 1977

By the time the November 1977 interview was given— ap-
proximately three years after the initial layoff—57 percent of
the recipients were employed (see table I11.6), and that figure
. represented a substantial increase over the 31 percent
employment rate recorded at the first interview (March
1976). Nevertheless, large numbers of FSB recipients remain-
ed unemployed. The implied unemployment rate* for the
sample was nearly 23 percent (compared with over 60 percent
in March 1976). More than 26 pergent of the sample was out
of the labor force in November 1977, which represents a 5
percentage point increase from the figure recorded on the in-
1t1al interview.

8.'This 1s the percentage of the sample that was uncmployed, dividéd by the percentage that
was in the labor force (i.c., the percentage that was cither employed or unemployed).




40 'FSB Recipients .
: ’ TABLE III.6

Percentage Distribution of FSB Recipients, by Labor Force
. Status in November 1977, by Age and Sex

. _Labor Forte Statws  _ . j .
. . "+ Swmpie -7t - Out Ot
Sex and Age Skze Employed Unemployed LsborFore Total
TOTAL 1,516 57.0% 16.7% 263% . 100.0%
Total 766 62.9 17.9 19.2 '100.0
. - Under 2§ 193 . 79.8 - 16.6 3.6 100.0
25-34 174 79.3 161 4.6 100.0
3544 106 74.5 2.6 2.8 100.0
45-54 102 $6.9 4.5 - 18.6 100.0
5564 110 - 39,1 15.5 . 45.5 100.0
65 and over 81 12.3 R 13.6 74.1 100.0
FEMALE , ~
Total 750 s1.1 i5.6 33.4 100.0 -
. Under 25 119 8.8 12.6 28.6 100.0
25-34 185 . $8.9 15.1 25.9 100.0
3544 134 64.9 23.1 11.9 100.0
4584 149 5.7 ?4 289 100.0
5564 103 27.2 36 . $9.2 100.0
- 65 and over 60 10.0 8.3 81.7 100.0

SOURCE: Data are from the follow-up survey of FSB recipients.
~ NOTE: Distribution may not add to total because of rounding.

t—\

Age and sex were important determinants of labor market
status. Males were significantly mogh likely to be reemployed
than females, and, particularly g males, younger in-
dividuals were more likely to be reemployed than older ones.
These differences in employmeht rates were reflected in im-

. plied unemployment rates-that ranged from less than 17 per-
cent for young males to more than 50 percent for males in
the 65-and-over category. Labor force participation rates

. also mirrored the employment pattern, ranging from a high

. of over 96 percent for young males to less than 19 percent for

19




'FSB Recipients 41

older females. Over 62 percent of all FSB reC1p1ents age 55
_and over were out of the labor force in November 1977. Our
ana1y51s indicated that the vast majority, of these md1v1duals
.»~probably retired. . . - -
(,f
As reported above, 57 percent of tpe SB sample was
employed at the November 1977 interview date, It is in-
teresting to compare the jobs held at that date with the jobs
respondents held prior to the start of their UI*spell (what we
call their “‘pre-UI” jobs). Such a compdrison provides an in-
dication of the relative attractiveness of jobs held by the
respondents and how successful they were in making a long
‘term adjustment to their original job 16ss.

Analysis of this question indicated that there was a signifi-
cant decline in the percentage employed in manufacturing—
from nearly 50 percent on the pre-UI job to less than 40 per-
cent at the interview «date. This result mirrored the general
failure of manufacturing employment & return to its nation-
wide preerecession level. However, the drop in our sample
was far more severe than the national data indicate. The
large decrease in manufacturing employment was matched
by an almost identical increase in service employment, a
result that reflected national trénds.

About oné& quarter of the respondents were back in their
pre-UI jobs at the date of the second ihterview. This result,
however, depended significantly on,the industry in which
those jobs were. Individuals who worKed at a pre-UI job in
durables manufacturing were more than twice as likely to get
that job back than were individuals in other industries. In-
dividuals working in durables manufactyring constituted
nearly half (47 percent) of all respondents who did return to
their previous employment. This result is consistent with
other reWs that indicate layoffs subject to recall
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are more prevalent in durable goods manufacturing than in
other industries. Our result shows not only the quantitative
importance of this phenomepgon, but, also, that at least dur-
ing the mid 1970s recession, the duration of layoffs in
durables manufacturing was, for some workers, far longer
than the typical ‘‘temporary’’ layoff.

Table 1I1.7 compares weekly earnings and hours ,of
‘employed FSB recipients on their new (current) jobs as of
November 1977, with their pre-UI jobs. To allow for general
increases in wage levels since the end of the pre-UI job, earn-
ings reported on that job were inflated by the percentage in-
crease in average weekly nonagricultural wages over the
period. In terms of 1977 dollars, average weeldy earnings
were about 10 percent lower on respondents’ current jobs
than on their pre-Ul jobs, Slightly more than half that
_ decline is attributed to a reduction in average hours worked

per week, and the remainder is accounted for by a $.17
decline in average hourly earnings (from $5.01 to $4.84).
Respondents over 55 years old expérieneed the largest reduc-
tion, both in hours and earnings. Yopfiger individuals (under
age 25) actually experienced incrfases in weekly earnings.”
For younger males there was also slight increase in hours
worked.

< - ~

These data, therefore, give the impression that
respondents’ current jobs were somewhat less remunerative
than their pre-UI jobs but that these differences were slight,
at least for individuals in ‘‘prime’’ age working categories.
However, thi§ summary picture is rmsleadmg Exammanon
of data (not reported in the table) on the distribution of earn-
ings changes experienced by individuals show that fewer than
half the respondents had current weekly earnings that were
within 25 percent of their (inflated) pre-UI earnings. Nearly
one-third of the sample had current jobs that pald less than

¢ .

(A
|
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* TABLE IIL.7

Comparison of Hours and Earnings on Current Job (as of
November 1977) to Pre-UI Job* for FSB Recipients,

by Age and Sex .
Job Measure
Y Weekly Earnings (dollars) Hours per Week
Semple Carrest  Pre-Ul Pre-Ul Job_ Currest Pr&Ul
| Sexasd Age Stze Job Job (1977 dollars) Job Job
TOTAL 836 . SI84 $167 202 38.0 403
MALE
Total * 461 230 206 250 " 409 421
. Under 25 150 197 158 - 191 4rs 409
T 2534 129 251 23 210 422 426
3544 75 278 232 82 41.9 435
45-54 * 55 €©3 249 302 40.9 432
55-64 41 218 21 270 X “42.9
65 and over 1l 75 202 2851 25.0 33.2
FEMALE
Total 318 122 121 146 347 38.1
Under 25 6. 143 109 130 359 36.9
2534 106 130 121 147 356 38.5
3544 88 136 129 156 , 359 38.9
45.54 82 11 A1 136 ¢ %23 37.2
5564 b} 126 115 141 - "33 39.4
65 and over 1 30 114 145 9.0 39.0

SOURCE: Data are from the mitia] and following FSB surveys.
2. Pre-Ul job ended usually in late 1974 or early i975.

75 percent of the pay level of their pre-UI jobs. That reduc-
tion was experienced by a significant number of prime age
workers and it was not only attributable to the reduced hours
noted for the older workers in the sample. Hence, even
among those FSB recipients who had found jobs by the inter-
view date, substantial numbers continued to face problems
posed by their job loss and long unemployment spell. Of
_course, some workers managed to improve significantly on
their pre-Ul earnings. About 22 percent of all employed

®
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SN
respondents had current earnings at least 25 percent above
those of their pre-UI jobs. Men and women were equally
likely to experience such large increases. There is some in-
drcatron that these increases were more prevalent among
younger workers

.o d°

D. Cvoncjusro‘n

~—

~

The bnef descnptron gf FSB recipients presented in this
chapter teads to two génetral conclusions regarding their
characteristics. Fifst, FSB recipients were more likely to be
women and more likely to be older than other groups that
were unemployed during the recession of the mid 1970s. This
result stems partly from lovger UI eligibility rates among
younger workers and may also have been the result of

. weaker alternative economic opportunities for women and

older workers. Second, FSB recipients had, in general, a long
record of employment—having worked an average of 17

‘e years, including 5 years at the job held prior to receiving Ul

benefits. Wages earned in these pre-UI jobs averaged slightly
lower than the national average for production and non-
supervrsory workers within the same industries.

Following the layof f that led eventually t[9>-‘SB, recipients
were "unemployed for a substantial length of time—an
average of 61 weeks during their initial completed spell.
Three-quarters of _these unemployment spells ended in

,reemployment and the remainder with withdrawal from the

labor force. For males, increasing age was correlated with
withdrawal from the labor force’ By the time of the second
interview, approximatel three years after the initial layoff,
57 percent of FSB recipients were employed, with males and
younger individuals having had relatively greater success
finding work. Unemployment rates for all groups were high,
however. Compared with pre-UJ jobs, the nature of jobs




”

’ ‘ FSB Recipients 45

held by reemployed recipients at the second interview was ex-
tremely varied. Nearly one-third of all reemployed in-
dividuals experienced a reduction in real weekly wages of 25
rcent or more, and the average weekly wage fell by about
10 percent. Declines in ‘weekly wages were about equally af- <
fected by decreases in hours worked and by decreases in
hourly wage rates. '

?

¢
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IV. ALLOCATIONAL EFFECTS OF FSB -

b
A. Introduction
L3

. This chapter evaluates the FSB program from the perspec-
tive of ecqonomic e?ﬁciency That is, it examines ways in
& Wthh FSB affected the overall allocatlon of economic
_res*ces Five addmc_mal sections follow. Section B

. siderations, for extension of Ul benefits during recessnons
. € Issues basic to evaluating any ext;:nded beneﬁts program are
- discussed. Section C examines these i 1ssues ‘in the FSB con-
K text. Section <D shifts

tabilization goals. The actual performance of FSB in that
regard is examlned in segtion E. Finally, section"F provides
of FSB s allocational 1mpact

e

B. Migtoeconomic Issues in UI Benefit Extensions
. R
One. Wiy to analyze the aIIocatiOnal impact ef‘ UI ‘benefit
extensions is to consider them as msuran,qe * which pro-
vides workers some degree arn?ngs thECtxon in the
_ event of layoff. As with any i ance pbhcy, its protection
is valuabg because it reduc ancial riSks. In the absence

’\'. of a government pro is probable that workers would
) . seek such protect for themselyes ! Mosr msurance poses
R ;

1. An example of this would be a woxkcr who choos& Job s[abxluy over high wages.

PR

develops a general rationale, based on microeconomic con-.

0 macroeconomic concerns and.
* dgscribes how extended\UI benefits may help achieve

A A
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the problem of .*‘moral hazard”-l-that\rsfbemg msured in-
cregses the prdwability of incurring the risk (here, unemploy-
ment). Because unemployinent insurance reduces the cost of
being unemployed, it encourages individuals to be more
selective about the jobs they are willing to accept or to reduce
the intensity of their job search ‘and thereby prolongs their

“‘unemployment. What labot - €économists + term  “‘work

disincentives’’ and what insurance economists term ‘‘moral

hazard’® amount to the same thing in the case of unemploy- -

ment insurance.

. Present UI prowsrons—specrﬁcally partial wage.replace-
ment, limited benefit duration, the waiting week, and
availability-for-work and job search requirements—reflect
society’s preferencé concerning the trade-off between the
program’s beneficial earnings replas:ement effects and-its
negative work’ dlsmcentrves effects. Each of these factors
prevents the existing UI system from providing complete in-
surance against wage loss to unemployed workers and can be
viewed as an attempt to control “moraJ hazard.”’ An
insurance-based rationale for extendmg the potential dura-
tion of UI benefits during recessionary periods can be
developed by examining how the trade-off between risk aver-
sion and moral hazard changes during such periods. '

Recessions obviously increase the risk of upemployment.
This isepartly due to an increased probability of being laid
aff and partly because of increased unemplpoyment duration

L

once a worker has been displaced. The second factor pro- .

vides the impetus for benefit extensions. In their absence,

recessions would increase the likelihood that UI recipients -

would remain unemployed sufficiently long to exhafst their
benefit entitlements. In order to provide a degree of in-
surance protection similar to that of normal UI (i.e., enough

& to@qver most periods of joblessness),’it would be necessary

< 2
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to increase potential benefits durations. If-the work disincen-

tives resulting from such extensions were small, policy

makers might choose to provide nearly compléte insurance ’
compensation. But if such disincentives were substantial, a ,
policy of less than complete compensatlon mlght be O'

preferable.? .

‘
« o

A similar conclusion can be reached by means of job
search theory, under which payment of Ul may be viewed as .
efficient because it permits workers to hold out for better job
matches. UI thereby improves the overall allocation of labor
resources. Under this rationale, regular duration provisions
reflect society’s view of the point at which further efficiency .
gains from subsidized job search cease. Because the e
prevalence of job offers declines during recessions, it may be
desirable to extend the period of subsidized|search because
this would presumably permit recipients to /ogt'ain better jobs
than those they otherwise would be forced to accept. This
job search perspéctive provides a less clear-cut prescription .
than does the insurance perspective about exactly how long
extensions should be, but it does focus attention on post-
employment wages—a téplc that is typically neglected under
the backward-looking insurance perspective.

W

N

Together, the insurance and job search efficiency -
arguments for extending UI benefits during recessions sug-
-gest three major empirical issues: =

pensate for lengthening unemployment durations brought on

(l) To what extent do extended benefits programs com-
by recessions? .}

!

(2) Dq such programs pro}npt individuals to stay
unemployed longer?

2. This **optimal 1nsurance’’ approach to UI benefit extensions is dissussed in more detail "
in Nicholson and Corson (1980). .

-~
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‘3) To the extent job search is prolonged by receipt of ex-.

‘tended enefits, does that longer searchn,res,ult in re-

crpxerits finding better jobs than those they would otherwise
be forced to accept?’ . gl . .

This paper examines each of these questions in the context N
of the FSB program Because the.i issue of how well FSB com-
pensated for lengthemng unemployment spells has implica-
tionsefor assessing the distributional as well as the alloca-
tional consequences of the program, *we will postpone a
discussion of it until chapter V. In the next section we ex-
amine the other two issites. ¢ -

c. ‘Labor Market Effects of FSB, - S :

‘ ?

. This section examines the effects of- FSB on the labor
market behavior of individuals, It is divided gnto two parts
that refléct the empirical issues raised in the previous section:
a discussiori of the possible work disincentive effects of FSB,
and an analygis of the effect of FSB on subsequent wage
rates.

.
—

Effects of FSB on the Length- of

Unemployment Spells N

There is by now a rather substantlal research lrterature on
the effects of unemployment insurance benefits on lengths of
unemploymént spellS. Most of that literature focuses on the

Ul ‘‘wage replacement ratio’’ {that is, the ratio of UI

benefits to net potential wages) and attefipts to estirhate the -

- extent to” which high values for that ratio lead to longer

unemployment. Hamermesh~ {1977) concludes h1s summary

of a number of studies with his ‘‘be$t’’ estimate that every 10

. percentage point increase ‘in the wage replacement ratio is .

associated with about one half week of additional unemploy- ‘
ment. He also indicates a belief that tle disincentive effects .

» : '
. = .

i
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of UI are somewhat smaller than this during periods of labor

" market weakness, but the empirical support he offers for

that proposition is weak.

How relevant, the findings of overall work disincentives
associated with Ul wage replacement ratios are to the FSB
- program is unclear. If UI incorporates disincentives, ex-
“tending the duration of potential benefits must in some way
increase these. But because extended benefits programs (in-
cluding FSB) have no effect on the weekly wage replacement
ratio, there is no direct way to estimate the size of such ef-
fects from most of the empirical work.? A few studies have
attempted to estimate directly the effects of different Ul
potential durations on the length of unemployment_spells.
Results for seven of these studies are summarized in table
IV.Jgé'ease of comparison, all results are reported as the -
estim8ted impact of one additional week of potential dura-

tion on the length of an individual’s unemployment spell,
although not all of the studies cited actually stated their con-
clusions in that way. Overall, the impression given by table
IV.1 is that results are extremely varied. Estimates range
from insigpificant effects (Ehrenberg-Oaxaca) to point
- estimates that imply that_each week of potential duration
leads to almost one weeK of unemployment (Holen and
Walsh). i .
’ \
One way to narrow ‘this range is to eliniinate from con-
sideration those studies that are based on problematic data.

B

3. If potential wages UI recipients can expect 1o receive decline with the duration of their
unemployment, then individuals collecting FSB may have higher wage replacement ratios
than otherwise similar individuals whose uncmploymcm spells are just beginning. But this
issue should more appropriately be consxdcred in xdauon to the question of h0w wage
replacement rafios are measurad rather than to some direct FSB effect. Although various J
measures could be developed depending on how unemployed workers® ‘‘potential” wageis
»defined, we will continue common practice and identify t;ne previous wage as the potential

wage. " . ’
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- Effect of One Addition- .
2] Week of Poteatial
. Duration on Léagth of
Author” Data Set Unemploymeat Spell . Commeats
Ehrenberg- National Longitudi- 0 Potential duration
Oaxaca (1976)  nal Survey (various poorly measured—
age/sex groups) effect biased
. toward zero
Holen (1977) Ul recipignts " 0.8 Used compensated weeks
in five cities ) as dependent Variable— -
effect positively biased
\ Brewster - FSB recipients in 0.4-0.6 Simple use of potential
et al. (1978) fifteen states duration as independent
i variable. Complete spell
- . a -, . R " measured. Potential
. - ’ ~ duratipn from adminis-
trative records
Walsh (1978)  Recipients of Redun- 0.4-1.0 Larger estimated effect
dancy Payments in - for weeks employed
Ireland h
Newton-Rosen Ul recipients 1n 0.4-0.5 Used weeks compensated ‘
(1979) Georgia and maximum likelihood
.y procedure to reduce bias
., Solon (1979)  UI exhaustees in 0.3% Unusual independent
¢ New York " variable used in place of
- potential duration—
makes interpretation
diffdrent - )
£
offitt- FSB recipients in 0.1 Used kinked budget con-
*  Nicholson fifteen states straint and maximum
7)) ' likelihood procedure.

O
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-TABLE IV.1

Summary of Research on Disincentive Effects of

Longer UI Potential Durations

Estimate based on weeks
employed

a. For detailed references see Bibliography

b. Based on Solon's estimate that EB.availability for 13 w:xks increased unem;;loyed weeks
by 4. Solon estimate for the effect of EB availability on employment by ‘‘repeaters’’ (that is
individuals who file for benefits in two or more successive years) was similar to this estimate

a.lso.»

¢
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In particulaf,' studies in which potential Ul durations 4re

poorly measured might be excluded because coefficients.

estimated for such variables will be biased toward zero (this
is probably the case for the Bhrenberg-Oaxaca study).
Similarly, studies that use weeks of UI received asa depen-
dent variable will incorporate biases into their estimates
because such a variable doedtot measure the full unemploy-
ment spell and is related to the way that potential UI dura-
tions are specified in state law. Only those studies based on
weeks of compensation that take these problems explicitly
into account should be considered.

Under these conditions, the Brewster et al., Newton-Rosen
and Moffitt-Nicholson studies provide the most reliable
estimates. According to these, each week of potential Ul
benefits increases the unemployment spell léngth by between
0.1 and (.4 weeks. Some portion of the ren'iaig%lf disparities
. in these estimates arises from the fact that!/the smaller
(Moffitt-Nicholson) estimate does not include the effect that
additional weeks of benefits may have on induting UI re-
cipients to stay in the labor force rather than ceasing their
job search efforts (because their study was limited only to
" labor market participants) whereas the larger estimates do,
at least partly, include such effects. For the FSB program as
a whole, then, the cogclusion would be that the increase in
average potential duration of about 24 weeks increased the
length of unemploymeny spells by between 2.4 and 9.6 weeks
where the larger of these figures also includes induced par-
ticipation effects.

Independent estimates of the effect of extended benefits
programs based on macroeconomic data are generally
unavailable. It has not been possible to differentiate between
the effects.of such programs and of other €conomic factors
on the lengths of unemployment spells. In one study of ag-

v
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gregate exhaustion rates, Nicholson and Corson (1978)
_found that availability of EB and FSB benefits did increase
such rates. That finding provides implicit support for the no-
tion that those programs also increased the length of
unemployment spells. The quantitative size of such effects
was roughly consistent with the smaller of the estimates from
the microeconomic studies. f

The overall conclusion then is that the FSB program did
inctease the average length of unemployment spell experienc-
ed by UI recipients by at least two and one-half weeks and
" perhaps significantly more if participation effects are taken
into account. When applied to the 10.4 million individuals
who collected a first Ul payment in 1975, the 2.5 weeks
figure implies there were about 26 million more weeks of
unemployment that year than there 'would have been in the
" absence of FSB: In other words, about 6 percent of the total

number of weeks of-unemployment experienced by the
civilian labor force in 1975 was attributable-to FSB. Without
FSB the overall unemployment rate that year would have
been 7.9 percent instead of the 8.5 percent officially record-
ed. Allowing for participation effetts would significantly in-
crease this estimated discrepancy between the actual and
_potential unemployment rates. “

FSB and Job Search
[ ]

Work disincentive effects arising from receipt of Ul
benefits may be counterbalanced by, beneficial job search
otitcomes. Continued availability of’ benefits permits in-
dividuals, to hold mmaps ultimately to receive,
higher wages. Hence, from an overall allocational perspec-
tive, the effect of Ul is ambiguous—its negative work

disincentive must be weighed against its positive promotion
of better job matches. Which effect dominates remains an
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unanswered, empirical question. Some authors (Ehrenberg

and Oaxaca, 1976 and Holen, 1977)-have reported both
significant disincentive effects and significant positive subse-
quent wage effects. Classen (1977), however, found only °
significant disincentive, effects with flo observable wage ef-

fects. These widely dlffermg results may be explained by the

absence of any universally agreed-upon conceptual model of
the job search process and by the different statistical

methodologies employed by the authors. An indirect test of
the beneficial job search impact of UI benefits is provided by

the literature on reservation wages and search intensity.

Despite a strong theoretical presumption that UI benefit

levels should affect reservation wages, there is practically no

empirical support for the proposition (see Crosslin, 1975).

Similarly, the effect of Ul on search intensity has been found

to be positive in some studies (Crosslin, 1975) and negative in _
others (Barron and Mellow, 1979). All of these studles are

subject to methodological criticisms, and in any case, the

precise connection between search strategies and ultimate

wages has not been clearly documented.

Given the paucity.of research on job search effects of
regular UI and the contradictory findings of the few existing
studies, it is not surprising that there is virtually no literature
on the job search effects of FSB-type extended benefits pro-
grams. In theoiy, the direction of such effects seems clear
enough. Extended benefits programs raise the extent to
which Ul compensates indiyiduals for their unemploym
spells (although the programs do not change the w ge \
replacement ratio occurring during periods of benefit collec- -
tion) and that should induce individuals to adopt higher
reservation wages. This in turn should cause recipients to ex-
tend the duration of their unemployment spells and to.hold
out for ultimately higher wage rates. The first effect has
already been described in the previous section where if was

~
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shown that increases in potential Ul durations do seem to
lead to increases in obsefved unemployment durations.
Whether this increased unemployment ‘is used productlvely

to search for better jobs 1s the issue here.
»

* Empirical evidence on the effect of extended Ul durations
on job search productivity is extremely meager. Among
those'studies of regular Ul remplents that attempt to estimate
the wage effect of changes 1n potential duration, only the
Holen (1977) paper reports a significant. impact. Her
estimate suggests that g¢ach week of additional potent1a1
duration results in a $2.50 increase in post- unemployment
quarterly earnings—présumably attributed to-the prolonged
and more effective job search made possible by thé* ddded
duration. But, as Holen herself points out, this estimaté may
be biased upward by the relationship between individuals’
prior weeks of employment and their regular UI duration
eligibility since prior weeks of employment are also cor-
related with-future earnings. .

Only the Corson et al.~(1977) and Brewster et al. (1978)

studies of FSB recipients explicitly considered the effects of
longer potential duration on job search among extended
t;eneﬁts recipients. Those studies found little in the way of

sxgnxﬁcant effects. Regardless of whether Job search ac-

tx ties were measured in’ tefms of results (i.e., post-
mployment wage) or in terms of inputs to the search pro-
cess (i.e., reservation wages or various measures ofsearch in-
ten51ty), no consistent effects of longer potential duratiom
were found. But because these studies were limited to the

relatively long term unemployed, the results do not really °

answer the question of how variations in UI potential dura-
tions might affect a more representative group of recipients.

In conclusion, very little is known about how changes in
potential durations affect recipients’ job search. On the

-

-
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theoretical level there is some presumption that increases in
potential duration should lead to better job matches for ap- -
prox1mately the same reasons that changes in 8) benpﬁt ~
levels mlght But empirical support for that proposmon is
virtually nonexistent. The issue remains open.

D. Ma‘croeconomic Issues in Ul Beilefit Extensions

In addition to affecting individual UI recipients’ decisions,
extensions in potential duration also have.effects on the
overall economic activity level. ‘Tire" general theory behind
these ‘‘macroeconomic’ effects is described in this section,
followed in the next section by some empirical evidence
about the actual performance of FSB in that regard.

One purpose of Ul benefits is todshion the decline in
disposable income that occurs during a recession and thereby
_ to stabilize the overall level of aggregate demand and
* macroeconomic activity. For regular Ul benefits, this result
is more or less ‘‘automatic.”” No diseretionary policy deci-
sion is necessary because the regular program simply absorbs
a larger caseload and pays out higher aggregate levels &f
benefits as layoffs increase during the early stages of a
downturn. In this respect, the automatic stabilization pro-
vided by regular UI benefits is similar to that provided by the
automatic reduction in federal tax receipts during recessions,
although of a much smaller dollar magnitude.* For the ex-
tended benefits (EB) program, the argument is similar but
more complicated. Since 1970, EB benefits have been ‘‘trig-
gered’’ automatically as natipnal or state insured unemploy- .
ment rates increase. Frequently, these trigger requirements

4. For example, VonFurstenberg (1976) found that differences between actual and **full
employment** Ul benefits (regular plus EB) were less than 22 percent of the decline (below
full employment lewels) in federal tax revenues during cach of the recession years since
1958. Similar results are suggested by the data in table 1V.2, described below.

-
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_~ have been modified in response-to recessionary indicators
(for example, rising exhaustion rates). Hence, although they
are not so “‘automatic’’ as regular Ul-benefits or federal tax
collections, EB benefits can, for most purposes, be so
categorized along with the regular programs. Those benefits
represented about 23 percent of total regular UI benefits dur-
ing the recession of the mid 1970s. )

Ll

Contrary to the automatic character of the regular Ul and
EB programs, FSB-type programs are usually regarded as
“discretionary,” that is, the programs have been im-
plemented through explicit legislative action in response to a
perceived policy need. From a stabilization perspective,
therefore, it is appropriate to compare FSB to other discre-
tionary fiscal policies. In making that comparison on a
theoretical level, two criteria are of central concern: the size
of the “‘multipliers”” and the relative flexibility with which
FSB can be implemented in response to stabilization needs.’
With respect to the first issue, there is general agreement that
the multipliegafor government transfer payments (such as
FSB) is fairly large. It is clearly larger than the multiplier for
tax reductions (because transfer recipients spend a higher
fraction of their incomes than do taxpayers in general) and it
may be nearly as large as the multiplier for government ex-
penditures on goods and services. Whether there are reasons
to expect the multiplier for extended UI benefits to differ at
all from the one for other government transfer programs is
unclear. On the one.hand, Ul recipients may have higher in-
comies than do other transfer recipients, thereby implying a
somewhat smaller multiplier. On the other hand, because Ul
benefits are more closely related to temporary declines in
family income than are other transfer payments, there is

5. A third 1ssué - tremacroeconomic effect of financing FSB or other discretionary fiscal ’
policy, will not be discussed here because, to a {irst approximation, FSB would be a little
different froin other policies. .

-

l



"Allocational Effects 59

pr\o’bzmy a high marginal propensity to spend out of such ih-
come to maintain existing living standards, and hence the

multiplier would be correspondingly high. There is no clear -
way to differentiate between these theoretical probabilities,
and empirical research on the rhatter is virtually nonexistent.

With respect to legislative and administrative flexibility,
PSB-type emergency benefit extensions have a number of ad-
vantages. Because the programs operate through an existing
admlmstratxve mechanism, payments can be initiated quickly
without' developmg a new payments process.fOf course,
- recessionary tax rate reductions share the same advantage,
but withholdin&owcﬂdures and filing dates do constrain
their flexibility to"some degree. UI extensions can also be
more quickly implemented than either federal spending or
federal employment programs because much less planning
and attention to the nature of individual projects is required.
Finally, though more cqnjecturally, UI extengjons provide a
more flexible policy response to recessions becausé the
political intricacies involved in implementing them may be
less complex than for most other spending policies.

Of course, extending UI benefits is not,a perfectly flexible
fiscal policy. There may be lags in impl entatiof 2 arising
from the need to coordinate federal }li ies with existing
state Ul systems, and peak-load proHlemy§ in local offices
may inhibit the timely disbursement of payments. Phasing
out extended benefits programs also involves some inflex-
ibility—primarily because of the built-in inertia which pro-
vides recipients with a relatively large number of additional
weeks of eligibility (two 13-week segments in the case of
FSB, for example). On the whole, however, these inflex- .
ibilities are probably of minor importance compared with

other discretionary fiscal policies:
¢« (U )

-
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From a theoretical perspective, FSB-type emergency ex-
tensions compare rather favorably to other macrostabiliza-
tion policies. They have both the flexibility and the potential
. multiplier impact on aggregate demand to warrant con-
/]’ sideration as an important_policy option. Of course, such a
conclusion is based on a priori considerations and does not
address the actual performance of FSB—a subject to which
we now turn.

E. Macroeconomic Performance of FSB

In this section we will examine two aspects of the actual
macroeconomic performance of FSB: (1) the importangce of
FSB relative to other federal stabilization measures,during '
the recession of the mid 1970s and, (2) administrative and
technical problems involved in implementing and phasing
out FSB. Information on the first of these questions is
presented in table IV.2 which siows total FSB benefits ‘paid
during the 1974-77 period. For comparison purposes, table
IV.2 also ;ffesents data for the same period on total Ul
bepefits, on the federal budget deficit, and on two other
discretionary fiscal policies: outlays for public service
employment and discretionary tax rate reductions.® Three
general conclusions may be drawn from these data. First,
during the 1974-75 recession, FSB benefits constituted a
relatively small portion of all discretionary fiscal policies.

' Payments under the program accounted for less than 10 per-
cent of the “‘full employment”’ deficit and, of course, made
up an even smaller fraction of the actual federal deficit. Tax
reduction (both automatic and legislated) clearly played a far
more important role in both automatic and discretionary
federal stabilization efforts.

]6. The table provides data on both the actual federal budget deficit and the **full employ-
ment"* deficit. The latter concept adjusts the actual defiat for the effect of the business cy-
cle itself on the expenditures and tax collections and 15 therefore 2 better measure of discre-

fionary fiscal policy
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parison of Ul, FSB and Other Federal Stabilization Policies, 1974-77 . ™ ’ . ' '
~ (Quar_terly Data are Angualized in $Billions) - . ) P . " o
© 4+ .*..  Federal Deficit T AL L e
.. Calendar. —— Full Emplogynent . AllUI ' FSB . .  Public Service Tax '
_\" “Quarter  /Actual Estimate* -~ Paymints® Payments Employment Expenditures  Cuts®
1974.1, "7 5.5 - 13 5.4 -1 X - c
2 . 167 3.5 . 6.3 .- 0.2 - -
- .3 8.Q 45. 7.3 - . -- .
7.4 217 . 2.5 9.4 - 0.4 - .
g .‘ ’ ' ~ “P
1975.1 48.0 - 6.9  15.1 0.8 1.1 1.8 .
e 2N 99.9 55.2 - 18.6 1.8. 2.7 o423
3 66.3° 29.9 18.7 2.5 2.0 15.2 o
14 68.2 323 , -17.6. 3.5 * 25 15.0 <o
v N
;- 1978.1 515 . - 28.6 177 3.8 ' 2.7 L0129 an
2 473 21.0 15.3 3.3 N 2.8 12.8 ¢
3 52.2: 27.0 14.7 2.1 - 24 11.6 > .
..4 - 57.4 30.9 14.7 2.0 ' 2.8 11.8 : =
1977.1 37.2 %5 . 151 2.1 " 2.4 A VA
“ 2 409 :° _ "217° 12.3 1.5 - £ 2.9 34 g
.3 53.6 40.2 11.6 0.9 . ‘3.7 7.9 8
4 . 536 ~ 42.2 s . 05" " 49 61 m
SOURCE: Survey of Current Business. Anpual Surveys of Fiscal Policy. oo R _’7 4 <
af Based on estimated budget outlays and revenues assuming unemployment rate of 5 percent *full émployment” level } o -9
b. lncludc;l;l,ng). FSB and SUA (Special Unemployment Assistance, a lemporary program that paid benefits during the period to workers not 4 .
yet covere . . . :
¢c. For l975-7g includes the Tax Rcducuon?t\cl of 1975, the Revenue Adjustment Act of 1975 and the Tax R_cform Act for 1976 For 1977 mn- o' p
< cludes o:lly the Tax Reduction and Simplification Act of 1977. Reductjons estimated assuming full.cmplgymcm ° - |
o - ' . , . . 20 \ . - “ - - * |
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Second, the data in table IV.2 show that even though FSB
benefits were small relative to the overall federal budget,
they were relatively large when compared with all UI benefits
or with spending' under public service employment pro-
grams. During the period 1975.3-1976.2 (when FSB_benefits

. for a full 26-week period svere in effect in practically all
states), paythemts undgr FSB amounted to about 20 percent
. of all UI benefits and to perhaps as much as 30 percent of
. “‘recéssion jnduced’’ (those being paid because of the above
normal levels of unemployment)- UI benefits. Hence, FSB
contributed in a major way to the stabilizing ability of the Ul
. system as a whole. Similarly, for most of the quarters during
the recession, FSB benefits totaled mare than expenditures
under public service employment programs, so they
shouldn’t be regarded as trivial to overall stabilization ef-
\forts. ’ . ' -
’ A third conclusion is that the actual timing of FSB benefit
payments diming the 19¢5-76 period was not precisely consis-
tent with needs of "stabilization policy. Aggregate
paynients did not peak until 1976.1, a period well after the -
trough,. of. th® recession had been passed. Similarly, FSB
benefit levels in the first two auarters of 1975 were relatively
small although these were probably the quarters duyring
which the benefits were most needed for maintaining ag-
greg rchasing power. The-reason for this lag in the
growth of FSB benefits relates to the particular way in-which
FSB was implemented and to the nature of its relationship
with the regular Uj\ program. We now examine these issues. s

A first obvious reason for the lag in the start of large-scale
spending under FSB'is simply that™ it took time for .in-
dividuals suffering layoffs in the early stages of the recession
(say, November or December 1974) to bé unemployed long
enough to qualify for FSB. Regular Ul plus EB provided .in-

dividuals with 1.5 times their regular UI entitlement, which
'Y
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for many recipients (though not, of course, for 41l workers) ,
amounted to 39 weeks .of benefits. Hence, the majority of
workers laid off in late 1974 might have started to colléct
'FSB sometime in the third quarter of 1975. The sharp up-
- jwmg in FSB benefits in 1975.3 and 1975.4 reflects exactly
this lagged response to the recessionary layoffs.” Benefit
paygnents during early 1975, on the other hand, went
primarily te individuals who had been laid off prior to the
recession but had not ended their UI benefit years when FSB
went into effech These individuals constituted a ‘‘backlog’’
that became eligible for benefits immediately upon im-
\ ple@?htatlon of the FSB program.® The presence of this lag

' between recessionary layoffs and the actual buildup of FSB
payments makes it necessary,to modify somewhat the

, theoretical notion that emergency Ul extensions represent
highly flexible and, responsive tools for macroeconomic

. stabilization purposes. Rather, the lag between policy iin-

~ plémentation and, the ultimate timing of its 1mpactshould be.
‘clearly recogmzed

Although purely administrative implementation problems
also’ caused some part of the lag in the buildup of FSB
benefit paYments the effect was probably negligible. By the
« €nd of the first quarter of 1975 all'states had reached agree-
ment with the Department of Labor to begin paying benefits,
and operational problems in making those payments were

"relatively small despite the pedk_ load .problems being ex-
perienced by local UI offices. Probably more significant

Y

7. ’i’hc increase in caseloads also reflected implementation of the second tier of FSB in
March 1975.

8. Because of the way in which Ul benefit years are defined, some individuals in the FSB
backlog had lost their jobs well bcforc 1974. The Mathematica sample of FSB recipients
contams a small number of individuals who started a benefit year as early as 1971, for ex-

. ample. This occurred because some individuals had exhausted their EB cntnlc}ncnt but had
not found subsequent reemployment in states that had not gone off EB since 1971 (primari-
ly Washington). For these individuals, FSB represented a pure windfall. |

o o, N
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from a macroec ynomic perspective were the legislative and
operational difficultfes-involved in finally terminating the
FSB program. As table IV.2 shows, FSB benefits continued -

| at an annual rate of over $2.0 billion into the first quarter of -
1977, more than a year and one-half after the low point of-
economic activity. This occurred because FSB was gradually
phased out state-by-state via trigger mechamsW
because, even when new claims were no loager being ac- ‘
cepted under FSB, individuals already collecting benefits

. were entitled to their full extensions: Of course, it might be
argued that fiscal stimulation was still needed for the
economy well into 1977, but whether FSB was an ap-
propriate policy, for that purpose remains an open issue. On
the one hand, FSB benefits, becatse they were concentrated
in areas of high anemployment, probably did continue to ex-
ert a beneficial effect on local economies. On the other hand, \

v from a macroeconomic perspective, it miay be the case that
stimulative policies in the upswing of the business cycle are
better focused on investment than on consumption activities
and therefore othgr policies might’ have dominated FSB in
' long term effectiveness.

F. Conclu_sion ’ .

In this chapter we have develgped conceptual bases for
judging the- allocational effects of emergency extended Ul
benefits programs and have reviewed some FSB program im-
pacts on these effects. For some issues, the FSB-provided
_ evidence seems relatively clear. For example, although there

<is some uncertainty about the precise size of the effect, there
seems to be sufficient empirical support for the proposition
that longer potential UL durations do provide an incentive
for individuals to remain unemployed longer. On a
magroeconomic level, FSB benefits were shown to have

, potentlaHy stabilizing effects, although the program did ex-
AN
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<@
hibit some shortcomings in terms of the precise timing of its
fiscal impact. Relative to discretionary tax reductions and
various,automatic stabilizers, however, the effect of FSB was

quite small.

Although the analysis of FSB so far does clarify some
allocational questions, several others remain relatively un-
touched. There is, for example, no very good evidence about
the effect of FSB benefits on recipients’ job search behavior.
Nor has there been an empirical investigation of how the
macroeconomic effects of FSB might differ from the effects

.of other federal transfer programs. Answers to these and

several other questions are needed if we are to have a com-,
plete assessment of the allocatjonal effects of emergency Ul
extensions. ’

L)




V. DISTRIBUTIONAL EFFECTS OF FSB

.

?

A. Introduction
In this chaptér we examiné two distributional arguments
for extension of FSB during recessions) The first, which we
term the ‘‘intertemporal equity argument,’”’ concerns the
question of whether workers laid off during recessions are
treated by UT in a way similar to workers laid off during nor- -~
mal periods, and the extent to which extensions are necessary
to assure similarty-of treatment. A second argument for ex-
tensions—what we call the *‘ipecome maintenance
argument’’—concgrns the necessity of providing extended
beneﬁts to low income workers during recessions. Our ex-
amination of these arguments begins in section B with a brief
analysis of the intertemporal equity issue and is followed in
section C with a more extended treatment of the question for
FSB specxﬁcally Section D considers thg theoretical i income
maintenance arguments for benefit extensions, followed by
-an analysis (in section E) of the FSB experience. Section F
provides a brief summary of our analysis of distributional
issues.

.

B. Intertemporal Equity and Benefit Extensions b\
) One goal of the UI system is to provide insurance protee-
. tion for individuals suffering a loss of earnings through in-
voluntafy, unemployment. Because of financial constraints
and potential disincentive effects, only a portion of lost
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weekly earnings is replaced by UI and the duration of
benefits is limited. Consequently, it is necessary to develop a
measure of ‘‘adequacy’’ in order to judge how well.the Ul
system meets its protection goals. Most discussions of this
concept have focused on the weekly benefit amount and
compared it to both past earnings and to a recipient’s
“nondeferrable’” or ‘‘recutrent’’ expenses. The assumption
behind this latter concept is that if UI benefits cover recur-
rent expenses (food, mortgage payments, and so forth), in-
dividuals will not be forced to make major spending pattern
adjustments while unemployed. Any loss in their standards
of living will be limited and temporary; their standards will
return to pre-layoff levels once they are reemployed. Clearly,
the potential duration of benefits is an iniporiant factor in
determining the adequacy of UI protection. If benefits
covered only a small part of an individual’s layoff period,
they would be judged inadequate regardless of how high
weekly payments were. Furthermore, potential durations
that might be judged adequate during nonrecessionary
periods might be inadequate during the lengthy unemploy-
ment spells of a recession. This latter point suggests a ra-
tionale for the extension of benefits during recessionary
periods: if we wish to treat individuals équally in -terms of
benefit adequacy, those laid éff during recessions should be
eligible for longer pOtentlal durations of Ul than individuals
laid off during nonrecessionary periods. This argument is
similar to the insurance rationale for extensions presented in
the previous chapter, where it was shown that dxtensions
may be required to maintain the :‘optimal’’ lgvel of in-,
surance protection when labor market conditions worsen.
Both arguments suggest focusing on how well extended
benefits programs compensate for the effects of lengthening
unemployment during recessions. We now examine that
question for FSB.

~
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C. FSB Coverage of Lengthening Unemployment Spells.
During the 1974-75 Recession

In this section we examine the extent to which extended
benefits provided under FSB compensated for the longer
unemployment spells experienced by individuals. The discus-
sion is divided into three parts. The first part examines some
general measures of labor market experiences during the
1974-75 recession and describes the difficulties involved in
using those measures to appraise FSB. Next, we examine Ul
exhaustion rates and the effect of FSB upon them. Finally,
we show that exhaustion rafes alone may not provide a com-
plete picture of Ul adequacy during recessions and propose a

. more general measure of the overall earnings replacement

that Ul provides.

Unemployment Spells During the Recession
]

It is clear that the average length of unemployment spells,
increased substantially during the recession of the mid 1970s._
Table V.1 reports some general measures of unemployment
during that period, including a summary of the unemploy-
ment spell figures customarily published fggn_}‘fg)e Current
Population Survey (CPS).' These data show that as the na-
tional total unemployment rate rose from 5 percent in the
first quarter of 1974 to nearly 9 percent in 1975.2, the

-reported median length of unemployment spells rose from

4.7 weeks to nearly @ weeks. Even more significant from the
perspective of UI extended benefits programs, the propor-
tion of all unemployment spells accounted for by spells that
were currently over 26 weeks in duration rose dramatically
from only 7 percent of the total in 1974.1 to more than %0

1. This survey is conducled monthly by the Census/Bureau and 1s the pnncnpal source of
U.S. labor market data.

e -
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’ TABLE V.1 3
¢
Unemployment Measures During the Mid 1970s A . ’é 5
‘ Total Current Unemployment Spells® [ Alnsured z
Calendar Unemployment  Average Duration  Median Duration Péercenta Unemploymem =)
Quarter Rate (Weeks) (Weeks) Over eeks Rate® =
S
. ’ 2
1974.1 5.0 9.5 . 4.7 7.0 3.2 o
2 5.1 9.7 4.8 7.5 3.3 s
3 5,6 9.9 5.0 7.6 3.3 2
4 6.7 9.9 5.1 7.4 4.4
J
1975.1 8.2 1.3 ¢ 6.9 9.3 5.8
2 8.9 13.9 8.8 13.6 6.5
3 8.5 15.5 "9.0 18.4 6.1
4 8.3 16.2 9.1 19.8 5.3
1976.1 7.7 16.5 8.7 21.0 4.2
2 7.6 15.9 - 7.9 18.5 4.4
3 7.7 15.5 . 7.8 16.7 4.8
4 1.7 15.2 8.0 17.0 4.7 ,
1977.1° " 7.5 /148 7.4 165 4.0
2 7.2 / 14.6 6.9 - 15.2 3.8
3 6.9 13 ' 7.1 13.8 4.0
4 6.6 1 6.9 13.4 3.9 i
SOURCES Columns §-4 l:m/)lu\ ment and Lurmings, vanous issaes Column § Lm;mplumwnl Insuw;w Stutistics, Labious e T

NOTE Al data are national hgures, sedasonally adjusted
a Spell duration represeats continuous weeks of unemployment up to tume of monthly sunes
b Insured unemployment rates reflect regular Ul slaimants only 1B and 1SB daimants are excluded

IToxt Provided by ERI

\‘1‘ ‘ ' .
ERIC , . .
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percerit of fhe larger totals in late 1975 and early 1976. This
expansion in the incidence of long unemployment spells also
had the effect of increasirig the reported average spell length
substantially. ‘

Using these published figures on the length of unemploy-
ment spells to assess the desirability of the benefit extensions

. incorporated into the FSB progtam poses a number of dif-,

ficulties. First, the data include mapy unemployed in-
dividuals who were not eligible for UI (new entrants and Ul
exhaustees,. for example). Exact® how the length of com-
pleted unemployment spells of UI recipients changed during
the recession is not known. Second, CPS data on unemploy-
ment spells aré known to exhibit a number of conceptual
problems that make it difficult to infer from them what is ac-
tually happening te individuals’ unemployment spells.? And,
third, UI and the CPS use different tests to differentiate be-
tween individuals who are temporarily unemployed and
those who are out of the labor force. It is possible that many
of the individuals idensffied as being long term unemplQyed
in the CPS would not meet'UI ‘‘availability for work’’ re-
quirements. Also, the CPS data include UI exhaustees who
cannot collect additional UI during their present urfemploy-
mépt spell. Hence, the CPS data may overstaie the
unemployment duration of UI recipients. These combined
shortcomings of the £PS data make it impossible to ascer-
tain the extent to which the incidence of relatively long
unemployment sbells increased among individuals eligible
for UI during the recession of the mid 1970s.

-

-

2. Sex, for example, Kaitz (1970) who points out that there are two opposite biases in the
CPS figures. The fact that the CPS does not measure completed spells but rather spells i.n
progress biases estimated spell lengths downward. The fact that the CPS oversamples those
with long spells biasgs estimated spell lengths upward. During periods when average spell
lengths are increasing, this second effect is likely to become the more important bias

. -
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\ About all that can be concluded®! the CPS data on
" lengthy unemployment spells is that the prevalence of such
“spells obviously increased andvthat the intertemporal eduity
criterion suggests that UI benefits should have been extended
. to cover some portion of them. Whether extensions under
EB alone would have been sufficient for that purpose is dif-
ficult to say. Data on mean and median spell lengths from
the CPS suggest that EB was insufficient because these in-
dicators increased by much more than the 50 percent expan-
sion in UI entitlement that EB'provides.ﬁt such calcula-
tions are, at best, only indicative of the need for an FSB-type
emergency program and provide little guidance as to the
shape such a program should take. To obtain more specific
insights into the question requires the use of other indicators.

-

Effect of FSB on Exhaustion Rates

" One indicator of the need for FSB-type extensions is,pro-

vided by studies of UI exhaustion rates and how they were

affetted by FSB availability. Because FSB provided as many

/252'6 additional weeks of benefits, it presumably had a

significant impact on the probability that any individual

completely exhausted his or her full UI entitlement. Assess-

ing the precise size of thatﬁfe;ct is made_difficult, however, : ;
" by the absence af detailed 1Ongitudinal data for a random . |

sample of Ul rgcipients from which exhaustion rates might
_be measured directly. Rather, exhaustion rates under FSB

must be inferred from éxisting program data, from various

special samples of UI recipients, and from aggregate |

statistical studies. Here weggeview these sdurces of informa- |

tion and conclude that they show a reasonably consistent pic-

ture—that FSB reduced total exhaustion rates for UI during |

the recession of the mid 1970s to levels well below those that .

characterized regular UI during nonrecessionary periods. i

-
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. .

Table V.2 presents quarterly aggregate program data on
#he number of first and final payments made to recipients
under state Ul programs and under FSB for the period
1973.1 to 1977.4. The table also shows the ratio of the
number of Ul final payments to the number of UI first
payments, lagged two quarters, which, although it poses a
number of difficult interpretational problems, is a figure fre-
quently referred to as ‘‘the’’ exhaustion rate for regular UI.’
Because quarterly exhaustion rates defined in this way have
major seasonal components, five-quarter moving averages
of the rates are reported in,the table. These' data show that
immediately prior to the recession, about 30 percent of UI
recipients were exhausting their regular UI benefits, a figure
somewhat above the 25 percent norm usually believed to
characterize the Ul program during pertods of relatively full
employment. During the recession (roughly the period
1974.4-1975.4, a period long enough to include the lagged ef-
fects of the sharp downturn in late 1974), exhaustion rates
for regular Ul.were about 10-12 percentage points abové the
pre-recession levels. That is, during thg recession, approx-
imately 40-42 percent of Ul recipients exhausted their regular
benefit entitlement.

[ 4

Did FSB, in combination with the permanent standby EB
program, succeed in substantially mmgatmg this recession-
induced rise in regular Ul exhaustion rates? Although- the
absence of detailed longitudinal data on regular UI recipients
during the period precludes an exact answer, EB and FSB

p;'o'gram data (reported in table V.3) provide a rough

1 As an approximation to the 1hcorcmal coneept of the probability wgat an individual Ut
rtuplcnl will exhaust his or her b!ncms this valculated exhaustion ratio 18 subject 10 biases
arising from aggregation, scasonality, the <hanging composition of the pool of Ul re-
upients (espeaially instates with vaniable duration provisions), and the complex effects that
accompany, Thanges jn Ul duration provisions Aggregate data must bc used, however,
because theoretially correct exhaustion probabilities from program Upcraung data arc not
available on a regular basis ]
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TABLE V.2
Quarterly Program Data for Regular Ul and FSB, 1973-77

. Regular Ul Prograx® FSB Program*
Flrst Final Moving Average First Fimal
Calendar Prymests Pxyments Exhaostion Paymests Paymests
Quarter (Thousands)  (Thoussods) Rate®” (Thousands) (Thousand)
) .
1973.1 1791 an 0.28 - -
. 2 1074 397 0.30 . - -
3 1256 342 0.30 - -
4 1207 333 0.32 - -
1974.1 2455 421 at 0.29 - -
2 1304 504 0.33 - -
. 3 1622 509 0.36 - -
4 2348 492 0.40 - -
1975 1 4064 77 0.38 438 40
! 2 2466 1210 0.41 — 597 266
3 2100 1258 0.43 755 430
4 1935 976 0.43 \ 874 47
‘ 1976.1 2908 953 0.37 . 183 s14
2 1705 864 0.39 667 434
3 1937 767 0.40 410 285
4 72036 701 0.38 388 267
1977 { 3040 811 0.35 428 267
' 2 1530 776 036 344 282
3 1732 667 , 036 297 158
4 1682 592 0.35 107 202

>l

SOURCE. Regular Unemployment Insurance First and Final Payments from Unemployment Insurance
Staustics (vanous i$sues) Exhaustion rates calcylated by the author, FSB data from special tabulations
provided by the Unemployment Insurgnce Serxnce of the U S. Department of Labor's Employment and
Trainipg Admunistration. * .
a. Excluda’?em’p:ems who drew benefits® ;nda federal unemployment compensation programs for
federal civil service employees (UéFE) and cx-;mblaryﬁscmccmcn Ucx).

b. Five quarter moving averages of quarterly exhaustion rates calculated as ﬁnalﬁncms n each,
quarnter divided by first paymefits in quarter ending six months earlier.
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estimate of the effects. These data indicate thg't EB exhaus-
tion rates during the 1974-1977 periog averaged about 66
percent. Hence availability of EB alone reduced the exhaus-
tion rate frem about 40 percent for regular UI to about 26-28
percent (= .66 x .40-.42), or to somewhat below the prg*
recession level. Availability of FSB reduced the rate still fur-
ther. The FSB data in table V.3 indicate an exhaustion rate
for that program of about 60 percent. Hence it appears that
with the FSB paid during the recession of the mid 1970’s,
only about 16-17 percent (= .26-.28 x .6) of those individuals
who received a first payment under the regular state Ul pro-
gram during the period remained unemployed sufficiently

long so as to,exhaust all benefits. FSB reduced the final ex-
haustion rate to well below 1ts full employment level., <

‘ s TABLE V.3

Annual Program Data for EB and FSB, 1974-1977

-

193 I

£B Program FSB Program -
Firu Fioal First Flod @
}cu Payments Payments Final - Flrst Payments Payments Final - First
(Thousands) Q'bousl.ndl) Payments (Tb ds) , (Th ds) Paymeats .
1974 915 468 - LI - -
4 ’ i3 .
197§ 4012 xun - - 261" L1212 -

197 3By -2408 . 218 . 1500 -

1
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P Another way ofestimatﬁ'rg the impact of FSB on the_final
. ’ exhaustion ra¥e for Ul uses statistical regressron '‘techniques.
" In a case study of Pennsylvania and Georgla Hight.(1975)
" found tha® the final exhaustion rate, for Ul &uldq be kept
' relatively constant by a pohcy of lncreasmg potential dura-, 8
tions by about 4-5 weeks for each 1 percentage pornt increase
in the insured unemployment rate (IUR) above 4 percent L.,
.« Since, as previously shown, the IUR reached a maxrmum of
about 6.5 percent (on a seasonally adjusted basrs) 'during the
~recession, an increase of 12-13 weeks of potentral benefits
(approximately what was provided by EB) would have kept,
the final exhaustion rate relatlvely constant, according to the -
Pennsylvama and Georgia analyses The larger inCreases
resulting. from }mplem%rtatron of FS$B“would presumably .
have reduced that rate, - & -+ ) S
. ’ ) 'L AR - : .
SimilaFresults usnng"aggregate data f from all 50 states were
estn{nated by*Nrcho\on and -Corson (f 978). They found that
. ‘, the positive effect on exhaustrons of a Lpercentage pornt in-
* crease in tfre IUR could be offset by a‘ls percent increase in .
average potential durations. (This catculation disregards any_ i
disincentive effects that may arise from increases in potentjal K
durations. Such effects were drscussed in thHe previous
* * chapter.) Hence, the impact of the rise'in the IUR from 3«5
P percefit prior to the recession ta 6,5 pc‘rcen‘t at 1ts herght \
" ' & could haye been offset by roughly a 50 percent expansron in -
potential durations, which is about the expansmn that Wasdh
- .provided under the regular EB program. The>Ni¢holson-
Corson results suggest that the additional duration provided
‘ by FSB (over ang above that from EB) should have reduced ~ °
* - final exhaustlon rates to about half the level they would have !
¢ . been in the program’s absence—a frndlng generaﬂy consis-
’ tent with 51mrlar estrmates provrded from the program data. ,
;w,.». e I 2o b -0

SR e Lo Tt
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“ 87 44 ‘The TUR reflects regular Ul claims only. . .
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FSB Cempensatio for Earnings Loss?.s

The argiiment presented ‘above implicitly assumes that the
+  exhaustion rate is an appropriate measure of whether Ul is
providing protection during &8cessionary periods similar to
“ the protection provided duirfng normal periods. An alter-
ndtive and more comprehenswe theasure of protection is
provided by the ‘“‘earnings replacement rate’’—that is, the
ratio of -all UI .benefits received during the period of
unempl.o'yment to the after-tax earnings losses suffered dur-
. ing that period. We exdmine this measure of protection wnh
' the purpose of identifying how durations must be adjusted to
keep average earnings replacement rates _roughly comparable
between recessmnary and nonrecessionary peq‘ods The
average' earninigs replacement rate can be expressed as a
weighted average of the mean earnings replacement rates of
exhaustees and nonexhaustees s

.
\

..,
i

(1-p) WRR + pWRR (2)
. 8.

where: ’ . -
°: .

expected replacement Jage &' c'i o

T

' p - = probability of benefXs exhaus

N D =poteMHtial benefits duration for iyplcal claimant

T . S =unemployment duration for exhaustees

2 ) ’ '_’Q '.. . :‘ » .B -

WRR = UI weekly benefit amount divided by after-tax

7 . ' - earnings on the pre-Ul job.

. :To understqnd how this equatfon werks it may be helpful

to consider a few examples. First, consider.a+claimant who

8 This formulauon ignores the wailing week bub that omission does not affect our results
IS substarttially. The appendix to this chapter presents results 1hat take account or the waiting

week. N ‘

S . Ky A0 ® -
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does not expect to exhahst his ot her benefits. Thenp = 0,
and r and WRR are identical (say approximately 0.6 for
typjcal claimants). For an individual with the same WRR
who has a 50 percent probability of exhausting his or her
Benefits, the computation also requlres knowledge of the ex-

pected total weeks of unemployment. Suppose S = 39 for "

exhaustees and that D = 26. Thep r can be calculated to be
05[] = .5x.6+ .5x.6x(26/39)]. In our analysis of the
equation, we assume that jts various components tdke on
their average valpes in the population. We dre therefore
analyzing the snuatlon of»a typlcal claimant. »
%

We expect that' both the pmbabﬂlty of exhaustion and

unemploymegﬁ',d ration are funcnons of the unemployment

rate and Ul pobentlaﬂ” duration. An examination of the ex-’

pression shows,~as we would expect, that if the€xhaustion
-rate increases, the expected replacement rate drops. Further-
more, if wg increase potential duration sufficiently S0 _as td
hold thé exhaustion rate constant during a rece551on the
replacement raté may still drop if the ratio of potential Ul
_duration to actual unemptoyment duration of eéxhaustees
declines. This may well be the typical case in a recession
when duration of unemployment t be much-longer
' than normal. Thus,.holding exhaustian rafds constant (as
described previously) may not hold the earnings replacement

rate constant. “ s
To examme th1§' relatlonshlp in. more detail we ceAn‘
calculate what ckﬁnge i potentlal duration will'maintain a
Sconstant earnings replacement rate for an in 'v1dual when
unemployment rates rise. In the Appendi*x to th hapter we
w Show that a 1 percentage point rise in the insured-inemploy-
"ment rate can be offset by a 5.l.week rise in the potent1al
. duration of UI benefits. Furthermore, we show that if poten-
tial durations are increased only enough to keep the exhaus-.

.&?”
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keep' average earning

tion rate constant, the gdrnings replacement rate will drop
slightly. (less than oge-half a percentage point). By thi
criteriont,‘potential dyration should have Qeen increased du{
ing the recession of thefmid ]970s by about 15-18 wee
because the IUR roge about 3.0 to 3.5 points during that
period. That is, EB benefits alone were not quite enough to
replacement rates constant, but the
dddition of up to 26 weeks of FSB (in addition to 13 weeks of
EB) was too much. One additional 13-week extension (or
less) through FSB would have been more than sufficient to
prqvide.individuals laid off during the recegsiorl with earn-
Ings replgcement rages sfrhilar to those of md1v1duals laid off
prior to the recession.

¥le , whether FSB was ‘“‘necessary’’ in dgier for the Ul
systtm to continue to provide protection to unemployed
workers against earnings losses resulting from the recession
similar to*what is available dusiifg nonrecessionary periods
remains a difficult question. Clearly, the incigince of long
term unemployment increased substantially during the reces-
sion and some type of extended benefits program was re-
quired if the commitment to provide workers with similar
protection for their complete unemployment spells was to be
fulfilled. General labor market data suggest that extensions
provigiecf under the regular EB program‘m’o‘l‘l'la/have been in-
sufficient to meet this need. But such aggregate measures of
duration dre subject to d number of biases which may
overstate the needs of the Ul-eligible population for longer
Ul ﬁotecn’on Data on FSB exhaustions suggest that EB
alone might have been sufficient to prevent exhaustion rates
from rising dug.ng the recession. Of coutse, even if exhau3-
tion rates were held constant, she absolute number of ex-’
haustees would have increased because of the increase in the
tatal number of Ul recipients durmglthe period. EB alone
might not have prevented some decline in garnings replace-

A\
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. ment, rates, which our estimates show would, have fallen

slightly. But that fall could have been offset by extensions of

D. Income Maintenance and Benefit Extensions

A second’ distributional rationale for FSB relates to the
concern that individuals who exhaust regular UI plus EB
during a recession will lose their principal source of income
and - fall below poverty level. By this argument, the only
feasible way to maintain above povgrty level incomes for
these exhgmstees is to extend UI berlefits. Thisargument then
focuses attention on the lower end of the income distribution
and suggests that the adequacy of extended benefits be
judged relative to a social standard such as the poverty line
rather than relative to an individual’s+pre-UI earnings or
recurrent expenses. The discussion then reflects the blurring
of the distinction. between U] and welfare (first p;esented in
chapter II) that occurs as longer potentlal durations ar&‘ ex-
amined. “ . g

-

Tle antlpoverty ratlonale for UT extenslons durang reces-
sions is based on two" implicit assumptions. Flrst it is as-
sumed that present income maintenance prograyrs will not
provide exhaustees with an incomé Jarge enoughto prevent a
substantial increase in the number and proportlon of -ex-
haustee households with incomes -below the poverty Tine.
Second, it is assumed that the incidence of low mcomes
among exhaus?ees will be more, severe during a, recession. If
this were not the case, this, argument for UI extensions'could
be applied to nonrecesslonary periods as well.¢ The possibili-

L . . ’ ‘

—— ) ’

6.In fact, even if the incidence of poverty is hlghcr during recessjons, we rmght argue that if
we help poor exhaustees dugng recessiolls, we s%ruld do the same when there is no reces-
sion. Doing this, bowever, would alter the.Ul pr

nent rather than temporary basi;.

am's insurance orientation on a perma-
L] -
.




~~

. "\W““

.

Distributional Effects 81
v

ty that the poverty problem among exhaustees is-more
serious during recessions is based on three additional con-
siderations. First, during recessions other household income
(e.g., spouse’s earnings) is likely to be lower, which will con-
tribute to a greater incidence of poverty after UI benefits are
exhausted. Second, if potential UI durations were extended
during recessions to yield exhaustion rates, that equalled
those of nonrecessionary periods, exhaustees might still be
expected to face longer post-exhaustion spells of unemploy-
ment than during nonrecessionary periods. In that case, in-
tertemporal equity considerations would suggest exréﬁding

- durations to equalize the overall rate of earnings replacement

provided by UI in recessionary and nonrecessionagy times.
And third, even if post-exhaustion durations of unemploy-
ment were unaffected by the recession, we might argye that
individuals observed during nonrecessionary periods have a
greater \(olgmary cpmponent to their unemployment. Other
things equal, the 3xistence of lower resérvation wages or
smaller U1 disincentiVe effectssduring recessions would pro-
vide some evidence of this and would provide a rationale for
«further income support. In the next section we examine each
of these.considerations in the'case of FSB.

: : VN .
E. Antipoverty Effects of FSB .

-

In this section we use data from the FSB program to’
discuss three issues related to the antipoverty argument for
emérgency benefit extensions. First, we £xamine whether
other income security programs-would have provided ade-
quate_protection t0 EB exhaustees. Next, we investigate
whether exhaustees are more needy during recessions. Final-
ly, we ask how well FSB actually fquiﬂllt;d antipoverty goals.

a3
,
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Adequacy of Other Income Security Programs

"Tables V.4 and V.5 show whether other income security
programs would have provided adequate protection to EB
- exhaustees in the absence of FSB. Data in table V.4 show
eligibility rates for each of four major means-tested pro-
grams that might have provided income to EB exhaustees in
the absence of FSB.” The data make clear that most familiés
would,no‘t’ have been eligible for any means-tested benefits ‘i
except food stamps. Considering both the income and asset
tests for eligibility, 57 percent of the families would have
been eligible for food stamps and only 10 pgrcent eligible for
. either the regular AFDC, program (Aid to Families with
Dependent Children) or the AFDC-U (unemployed parent) .
program. Very few families would have been eligible for -
Supplemental Security Income (SSI) or means-tested
- ..yeterans’ benefits. The low number of households eligible .
for AFDC, SSI, and #eterans’ benefits compared with food" .
stamps derives mostly from the fact that few FSB families
fell into the categories of families serviced by these pro-
grams, that is, single-parent families with children or two-

. parent families with an unemployéd father or an in- )
capacitated parent YAFDC), the aged,(SSI),* or veterans with '
wartime experience (veterans’ benefits).-For gxample, only 5 '
percenfof the fanlilies met the categorical requiremehts for

regular AFDC and only 10, percent met those for AFDC-U.
4 The %od Stamp Program, on the ‘other hand, has no \

categorical requlrements The inipact of these categorlcal re-
4

. 2

1 : 2 s

7. A detailed discussion of the method used to compute chgibility and benefits 1s contained
sn Corson et al. (1977), appendix 8. Ap analagous method was used to compute chigibility
and benefits for the welfare reform proposal in this chapter.

8. SS1 js also available to the blind and disabled, however, it was' assumed that FSB re-
apients, given their past work experience, were unlikely to meet the SSI requirements for
blindness or disability. This. assymption was alsg used in the cligibility=calculations for the ‘.
welfare reform proposal that 1s described below. )
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oo Distributional Effects 83
e -  TABLE V.4
Percentages of FSB Households Eligible for Bepefits Under
. Selected Transfer Programs if Unemployment Compensation ¢
Had Not Been Avallable
(15 State Survey, }975-77) >
- - Percentage of FSB Recipients
- Transfer Programs Eligible for Program
Aid to Families with Depcndent Children (AFDC) T
Categoncally Eligible , > .
AFDC Regular : ) . : 5.4%"
° AFDC-U ' 101 -~
Income Eligible (AFDC and AFDC-U Combmed) 12.3
Incomc and Asset Eligible (AFDC and AFDC-U Combined) 9.7
Supplemcnuﬂ Security Income - .
Categorically Eligible - 10.2
Income Eligible ; , ' ) .52 | '
» 7 Incomgand Asset Etigible—- R . it
.. Food Stamps . o f
b _Income Eligible N © 64.8
L .Income and Asset Eligible . * Jvoo 568
Means-Tested Veterans’ Renefits ¢ SR
=" . Categorically.Eligible : BN CV A '
s .~/ Income Eligible . . B IC B
~ Weighted Sample Side* - N ' " 6,316
‘ ] * " «
. SOURCE Corson et al (1977), Table Iv.S.
NO’I'E ‘Calcgonu!ly Eligible’’ means that recipients’ fanuhwm eatcgorm required for
program cligibility (eg ., that they had minop children in the houschold). ‘‘Income
Eligible’* means that the family was both categorically eligible and had an income suffi-
- ciently low to Be ‘ligible for program.benefits . ‘gpcome and Adset Eligible’” means that the
~ .. family was both income eﬁpble and met asset tests imposed by the program.

a Sample sizes for compuumons\rary because of incomplete survey data for ocrtam jtems.

> *




. 84 pistributional Effects

L . TABLEV.S,
Perceniage Distribution of FSB Households by Ratio of Intome

at FSB Start (Assuming Full Utilization of Transfer Benefits)
. to Poverty Income Level, for Sdected Measures of lncome‘

(15 State Smey, 1975'77) N ' .
. Ratio of Household Income Income
Income to Poverty Line* Excludes FSB Includes FSB
0.00.5 . . 25.3% 0.6%
0.5-1.0 14.0 16.4
1.0-1.5. 18.8 22.2
1.5-2.0 .Y 12.6 . » 14,8
2.0-3.0 . 15.5 214 |
s 3.04.0 UL 80 - Y126
N , 4.0 and Over 5.8 ‘ 12.1
Total 10000 100.0%
—“ - - T e B 7 T A A ——————— ———, - ————
Weighted Sample Size 6,094 . 5816 -

i

SOURCE: Corson et al. (1977), Table IV:6.

a. All income measures assume full utilization of transfer beneﬁls including the bonus
value of food stamps. Income from lhxs latter source is currcndy ‘not counted in the official
.S, government definition of i mcome

b. If a ratio of income to the poverty lm:, calculated to several decimal points, equalled the
boundary between two specific class intervals, that observation was assigoed to the lower
. class interval. 5. . .
¢. Sample sizes vary due to incomplete. survey data for certain items.
L '

- quirements is illustrated most strohgly by considering female
heads of households in which no male resided. In this case,
data (not reported in the table) show that 74 percent of these
families were categorically\eligiBle and 70 pefcent of that |
‘total were income and asset eﬁgilﬁe for- AFDC, wet this latter
group accounted for only 5 percent of the tptal SB popula-
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Because AFDC and SSI eligibility imply .food stamp
eligibility, approximately 13 percent of those on FSB would
have'been eligible for two or more of the major welfare pro-
grams. Thus, very few would.have been eligible for more
than one program that provides cash or, in the case of food
stamps, ‘‘near”’ cash beneﬁts The bulk of the recipients
with low incomes would have been eligib¥e for Tood stamps
only.

Despite these low eligibility rates, it is possible that the
.programs’ benefits might have_been concentrated on those
with®he lowest household incorpes, and, therefore, that we
might still conclude that extensmns of UI were not necessary
to maintain incomies at some @mmal level. To investigate
. this issue, we imputed benefits from transfer programs,
assuming full utilization by _eligible recipients of FSB, and
examined the distribution of household income rélative to
the poverty line at the date of first receipt of FSB. The results
are reported in table V.5 for two income distributions. The
first excludes FSB from income received at the start of FSB
. and adds imputed transfers (including the bonus value of
food stamps®), using the dollar value of transfer benefits that
FSB recipients would have been eligible for in the absence of"
FSB. .The second one includes FSB and uses imputed
transfers that FSB recipients would have been eligible for
while receiving FSB. The data clearly Show ihat “for many
households, the current means-tested t[ansfer system would
not have maintained household mgpmes at even a minimal
leVel in the absence of FSB beneﬁts Thirty-nine percent of”
the households would have.had meomes below the poverty
line in the absence of' FSB (counting imputed transfers),

9 These data are riot compa:ablc 1o standard government fabulations'which do not count
dny in-kind benefits as.income Food stamps were included here because they are potential.
‘ly an.mportant intcome source for the population being examined.
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- while only 17 percent would have had incores below poverty
while on FSB if all welfare benefits were fully utilized.'
) . \

. The facts that few of the FSB recipients.were categorically -
eligible for cash benefit programs and that Ul benefits yere, -
usually more generous than AFDC or SSI and food'stamps
were the main reasons why the current means-tested tr,ah‘sfe'r‘
ptograms would not have filled the gap in income that would -

. “have been left in the absence of an FSB program. Before
| concluding, hewever, that this situation will continye to bé -
-true in future recessions, we, examine the implications of
potential changes in the exis(ting welfare system. )
' “  Among the most important proposed reforms of the cur-
rent system is the removal of categorical restrictions on
eligibility for benefits. Because these restrictions are one of -
. " the main reasons why current mearis-tested programs do not
. fill the income gap. that would be left if UI were not
"available, we reexamined this question assuming the Carter
Admiinistration’s 1977 welfare reforth proposal had been
° enacted (The Program for Better Jobs and.Incdme).“‘This
proposal would have replaced the AFDC, SSI, and Food ‘
0 Stamp programs With a federal cash benefit program for all .
types of familiés; state supplements for the aged, blind,
disabled, and families with children; an expanded Earned In-
come Tax Credit’ and' public jobs for adult members of
families with children. While such an ambitious, far-
reaching programi may ‘never- be enacted, a reanalysis
substituting this prggram.f?or the current “means-tested

’ * .,

»

10. These comiwansons ignore posxibl;: behavioral regponses by IG.B fiouseholds to thé loss
of UI benefits. That 1s, some individuals might-have accgpted jobs if benefits had not been
o '] . - “ % « Ly v
\l extended. . { . . .
1. Thus analysis 1s reported in Corson (1978). The Carter proposa Iyimilar to thany other
‘recent suggestions and 1s therefore indicative of the more general issue of how welfare~
reform might affect the need for enfergency extensions. % . .
. 4 N ”
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» lransfer system‘sh'ows that 58 percent of the FSB households
would have been eligible for one or fpore of the proposed
benefits (cash, tax credit, or aJob) in the absence of FSB. A
comparison of the effectlveness of this policy proposal in
preventing poverty'among potengial FSB recipients is. prov:d-
'éd “in table V.6. That table shgws that, although"fhe in-
cidente of paverty in the absedce of FSB is reduced only
marginally (from 39 percent to 33 percent) under the welfare
reform option, benefits under that program would be con-
centrated, upon the correct households. For exan‘%le, under
this plan 13 percent of the households, _con{gare with 25
percent under the current system, would have had incomes
kelow 50 percent of thespoverty line. FSB would still have
hadn additional antipoverty effect; virtually no households
would have had incomes below half the poverty line and only
17 percent would have been below the poverty line. Whether
this additional\a’ntipoverty effect éonld be desirable during a
future recession is, of course,-a p6litical question. However,
the data make clear that the éntipoyerty argument for Ul ex-
tensions would be less persuasive if a major welfare reform
proposal, were /epacted. :

M -
?

Income Needs for Exhaustee's 'During Recessions*

Another assumptﬂon underlymg the antlpoverty argument
for FSB-type extensjons is that we expect the effect of the
loss of- UI benefits to be more severe during recess:ons
Otherwise, the antlpover}y argument would apply to
nonregessionary periods as well. As outlined in the previous
section, three pieces of empirical evidénce could support this
hypothesis: available househgld jncome might be less during
recessions in the absence of Ul extensions, post-exhaustion
unemployment durations might be longer, and both reserva-
tion wages and the disincentive effects of extensions might be.
smaller during recessions (thereby implying that the

tew unemployed were ‘‘more deservmg”)
R4 o .

[
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' TABLE V.6

e £

Antipoverty Efféctiveness‘of FSB, Current Welfare o,
System and We]!are Reform Option*

-

. ¢ ¢
. P
-~ LR
Percentage o{.Households :
"Percentage of Households . Bélow 0.5 Times
Opon t .,  Below Poverty Line Poverty Line *
; .
No FSB, Current
Welfare Program 39% " - 25% ' .
g o :
* No FSB, Welfare . e —
Reform Option - 33% - ° 13%
FSB plus Current ', . .
Welfare Program .1 - > 1% .
A ] . .
i . 2

e
a. Calculations based on data from initial and follow-up FSB surveysy -

. .
N
’ % R -

Unfortunately, little relevant empirical evidence is °
available on any of these issues. Data on householdincomes
are available for FSB recipients (at the beginning\ of FSB)®  >~_
" and for a sample of regular Ul exhaustees (at the time of ex-
“haustion) in four cities for October-November 1974.' T
Becausg the regular UI exhaustee sample depleted its benefits
just prior to the ‘start of the-recession, we could consider it -
representative of a nonrecession case. A compans’c';n of
household income available to this group with that available "
.to the FSB sample in the absence of FSB Supports our
hypothesxs. Thirty-five percent of the regular UI exhaustees
had hpusehold incomes belaw the poverty line compared to
f * L

12.:Details on the regular U] exhaustee study can be found in Nicholsoh and Corson (1376).
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39 peréent of the FSB households studied later.’* The co,m-’m

parable proportions below 1.5 times poverty were 49 and 58
percent, respectively. While these differences are statistically
51gmﬁcant they are not-very large and only weakly support
the argurient that the “need” of exhaustees is greater during
recessions. .

-

‘Empirical evidence for our other two hypotheses s even
sparser. Reemployment rates for exhaustees provide an in-

dication of post-exhaustion duration and such rates gre -
available for three recent studies: the four-cny study men-

tioned above, an Arizona study, and a Pennsylvama study
(table V.7). Benefit exhaustion in the four-city samplg oécur-
red just prior to the start of thefecession in 1974, ‘so
reemployrﬁ?nt ratey were probably negatively affected by
this recessmn 14 The provision of extended benefits two or
three months after exhaustion also affected these rates in the
same direction. The Arizona sample, on the other hand, ex-
hausted benefits at the end of the same recession (May 1976
to August 1977) “and should probably ‘be viewed as a
nonrecession sample. Fmally, the Pennsylvania data were
collected in 1966-67, a nonrecessionary period when
unemployment rates were lower than in the 1970s.
Reemployment rates for each of these samples tend to sup-
port our hypothesis. Differences in reemployment rates
among the three samples are statistically significant and

-
2

13. Data for the exhaustee sample are for white recipients only. This group was chosen as
more representative of Ul recipients in general than the entire exhaustee saniple. Its concen-

tration 1n four cities led to a high proportion of black recipients in the sample. For both ex-

haustees and FSBs, we have included imputed transfer benefits in income because that
measure of poverty stdtus was more readily available. This makes little difference to the
comparison. o*

14. Here we are using data from the four<ity exhaustee study as rcprcscmmg the recession
case while for the houschold income comparison we us‘ it as the nonrecession case. The
argumcm for tirs dual usage 1s that exhaustion occurred prior to ghe recession but the post-

cxhausuon period occurred pﬂmanly during the recession.

L
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{

. subsunually larger for the nonrecessmn samples. (12 to 17
. percentage points higher at the end of }2 weeks). However ’

this- evxdence provides only weak support for our hypothe515
The samples are hot nationally-representative, they were not
all drawn at ideal times, and the reemployment rates for the
four-cxty exhaugtee sample may have been influenced by the
extension of Ul as well as by the weak Jabor market.

Percentage of UI Exhaustee!s Reemployed After Exhaustion

£

[3
'
d

TABLE V.7 -

of Benefits (Data ffom Three Sample Surveys)

\

g

X

Pennsylvnnin

Weeks Since Four-City AriZona
Exhaustion Study (1974-75) Study (1976-77) Study (1966-67)
3 L]
2 5.5% T\\ T 12.5% .. -2
¥ hY ’
4 10.5 18.3 Yoous
6 ) 14.1 - 26.4
g 16.9 30.2 33.0
10 203 . . 37 . "
12 ~ 23,0 400 L35.5 -
14 * 25.2 421 i
Sample Size' 1054 235 11,511

+ SOURCE. Data frot the four-city study are {

whites only and are found in Nicholson

and Corson (1976), table V.8. Data for the Atizona study from Burgess and Kingston

(1979), table IL.7. Data for the Pennsylvania study are reported 1n Murray (1974)

)

»

”

One final element that would support the hypothesis that™
Ul exhaustees are more needy during recessions than thosé
exhausting benefifs during nonrécessionary periods is that
unemploymeint during a recession may.have a smaller vojlun-
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tary component. Other things equal, that hypothe'sis would
be supported if we found lower reservation wages or smaller
Ul disincentive effects during recessions. We were ungble to
find any evidence on the cyclical nature of reservation wages,

and only one study provides evidence for Ul disincentive ef-

fects over the busmess cycle, but ‘it does support our
hypothe51s “This’ study ‘(Wandner, 1975) using data on state
averages, showed that the disincentive effect.of UI benefits
as reﬂected in longer duration of unemployment wa$ smaller
in high. than in low unemployment years.

Antipoverty Effectiveness of FSB

~ The empirical evidence presented above, though- limited,
- suggests that the assumptions underlying the antipoverty

argument fQr FSB are essentrally correct, i.e., current 'm-‘

corne m4intenance programs do not prov&(\de “adequate

comes for Ul exhaustees and their need for jncome support is
probably greater during recessionary periods. Consequently,
we should evaluate how well the FSB program fulfilled this
antipoverty goal. Two measures of this effect are available.
First, at the time of EB exhaustion, 39 percent of the FSB
househ6lds would have had weekly incomes below the pover-
ty line if FSB had not been extended (see table V.5). With
FSB, this figure dropped to 17 percent. Furthermore with
FSB, less than 1 percent had incomes be}ow one-half the
poverty lind®ompared with 25 petcent without FSB."* An
alternalive way of examining this effect is to consider

household income over one, year rather than at a given point’

in tifhe. Data on the distribution of 1975 household income
are presented in table V.8 for individuals receiving an FSB
first payment in that year. These data show that without FSB
33 percent of the households would have had incomes below

IS These figures overstate somewhat the percentage of households with incomes above thc

poverty line because they assume full utilization of all other transfcr bcncﬁts {

—
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; - TABLE V.8 ' .
Percentage Distribution o'f FSB Households by Ratio'of ““‘ A
1975 Income to Poverty Income Level for Selected ’ e
Measures of Income* , . .
, (15 State Survey, 1975-77) S
Ratio of Household - Income - Income :
Income to Poverty Line® Excludes FSB Includes FSB
0005 13.2% L 6.2%
©0.5-1.0- 19.3 ST A
1,0-1.5 50« 17.4 '
. L3520 132 °F T 145, -
Y .19 21.5 -
- .. .3.04.0 9.9 125 .
4.0 and Over 9.6 . 11.3 < -
L Todd - 2 100.0% 100.0%
Weighted Sample’ Size® 6,769 6,805 .

SOURCE Special tabulations from the MPR FSB study data.
a These mcome figures exctude the bonus value of food stamps.

b.Ifa rauo of income to the poverty line, caiculated to several decimal points, equalled the
o\ . boundary between class intervals, that observation was assigned to the lower class intervals

c. Sample sizes for computations vary because of incomplete survey data for certain items

-

ANy

\

poverty level in 1975 if they had made no response to thedoss
ofiFSB benefits.'® With FSB, 23 percent had annual incomes
below poVerty level. Thus, FSB reducéd the incidence of
poverty by nearly one-third. ThlS effect varied widely by
» household type.'For example, other data (not reportéd in the
) table) show that 36 percent of the households of married .
/ male FSB recipients and 18 percént of the households of
’ marrled female recipients would have had incomes below the ", '
poverty startdard wjthout FSB. With FSB, the correspondmg
o ﬁgures were 23_znd 15 percent, respectively. -
* ' 16. These data include actuat but not |mp|$d transfer payments. The bonus value of’ \'ood /\

‘ starhps was not included 1n table V.8 tabulations but was included in those prescmeoabove
£, Thls makes little differenct for the companson

P
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Whrle the above ﬁgures show that ‘the FSB program had a
substantial antlpoverty effect, the data reported in table V.8
also show that s,ome household'g would have maintained
relatively high m&;pmes without "FSB. Almost 40 percent
would havé had® I9§1§ comes above two times the poverty
level without FSB whjte-10 percent.would have had incomes
above four timgs, that 1ével. For a family of four, this
represented an annual income in 1975 of about $22,000.
"Thus, althougm the FSB- program was superior to the
available means«tested,programs tn reducing poverty for Ul

o

' ehgrbles it was.target inefficient becguse a substantial

amount of benefits went to the nonpoor.

F. Co_nclusion t ¥

r

In this chapter we examined two income distributional ra-

.tionales for the FSB program. The first argued that in order

to treat individuals laid off during recessions in the samg¢ way
as those laid off at other tifnes, UI benefits should be extend-
ed because of the longer unemployment durations experi-

- enced during recession. ! ¢ .

5

Two measures of this intertemporal equity weré examined.

 First, final exhaustign rates.were estimated for the-period .
.1973-78. It was shown that EB alone was sufﬁcrent to keep
-these rates from rising above their pre-recession levels and

that the FSB program had, the effect of reduging exhaustion
rates to about half théir pre-recession levels. As a more com-
prehensive measiire of mtertemporal equity we introduced

' the' “earnings replacement rate,”’ i.e., total benefrts divided

by after-tax earnmgs lost throughout the ".workers’
unemployment. We estimated that to hold earmngs replace-
ment rates constant, poténtial UI duration should bg extend-
ed by 5.1 weeks for each 1 percentage point increase in the
insured unemployment rate. This estimate implies that, dur-

(]
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mg the recssion of the mid 1970s, EB beneflts alone were’
~pot quite enough to keep earnings replacemem rates con-
stam but the addition of 26 ‘weeks of FSB was too much.
Oné emergency 13- week extension (or less) would have been
more than sufficient to provide individuals laid off during
that relatively severe recession with earnings replacement
ratequual to those of mdmduals laid off in nonrecessxonar)
penods '

ﬁ)ﬁ";econd argumem for the FSB program claims that it
was needed to prevent the housghold income of Ul éx-
haustges.from droppmg below the poverty lgvel. This income
maﬁéenance argumenit assumes that existing means-tested
transferpmgrams would not have provided adequate income
supp@;t ‘for UI exhaustees and that the need for income sup-
ggrfb) l[JI gxhaustees was greater during recessionary than
durmga mdnrecessionary periods. Available empirical
e»xdcncé wis examined and.g,{ suggested that both of these
assumptlons were correct, ‘ahhough the evidence concerning _
the Q&de was quite weak We, then examined the antipover-
ty efféctiv ‘eness of the FSB program and eoncluded that FSB
benefits. had a substantial effect. These benefits reduced the
mcx&eme of pdverty among .FSB households by about one-

third. However, this antipoverty effect was target inefficient
. because subst,anna] benefits were dlsmbute\g to the nonpoor,
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- « . APPENDIX TO CHAPTER Y. <,
' EARNINGS REPLACEMENT RATE: CAiCULATIONS

N T &
In the body of this chapter wg indicated that the total‘earn-
ings loss replacemem rate for an individual was: .
: . AU Y

- r=(1-p)WRR+p-WRR<—SD—‘> . Q

=4

where: - ) . o

r= replacement rate \
p= probability of exhaustion of beryé}m"
= potential duration of benefits ~
S = unemployment duratlon contmgent on exhaus-
: " tion of Benefits ,
" WRR= UI weekly, benefit amount divided by after tax
earnings m the pre:UI jOb '

We also indicated that p and S were functions of the
unemploymeént, rate (u), and potential duration (D).

To invessigate the relationship between changes in the

replacement rate, the uneqiployment rate and potential dura-

. tion we can derive the éxpression for the differential of r with
respect tou and D.

[WRR Q+WRR (Sg)_a_p_p WRR( )"S]d .
S/ du
. . ) . .
2D, Dyap . 'WRR_ 5. WRR )as]dD .
[WRR +w <S)D+.p SoP 5 Q
‘ @)

-
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~If we then ask what change in potenliél duration (D) will '

keep the earnings reglacement-rate constant with an increase
in the insured unemployment rate.(u) of 1 per¢entage point,

'we set du=1, dr=0, substitute in values for the Other

variables and compute dD.' Estimates for each of these
variables are available from prior studies except for S, 3S/au
and 3S/aD.? Estimates for these parameters can be com-
puted if we assume that the distribution of unemployment
spels is an exponrential with mean 1/a. Then it can'be shown

that S=D+ l . For our calculatidbn we have assumed that

the mean durauon of unemployment spells is four weeks and
hence, S=30 weeks. To compute 3S/3u we nouce that
3S/au=23(1/a)/au. Anestimate Tor this value is 1.2.° FmaHy,
3S/aD=1+a(l/a)/aD W.thh we have set equal to | for the
computation. a(l/a)/aD is the dlsmcenlwe effect of increas-
ing D and if it were'taken into account, D would need to be
intreased further to keep r constant. [nstead, we have assum-
ed that we are not interested in replacing earnings lost
because of, the disincentive effect and we have set a(l/a)aD
equal to zero.,

Using the numbers in the previous paragraph, we find that
dD equals 5.1 weeks, i.e., if the IUR rises by 1 percentage
point, duration must rise. by 5.1 weeks to keep earnings
replacement rates constant for individuals.® While this
number represents our bast esumat@ of dD, the values uséd
in the calculation for some of the parameters are subject to

"
- - N .

1 Nonee (hat when dr =0, the expression in (2315 mdc.pendcr;t of WRR

2 forthe \.al\.ulauon we hdve assumned that p- 7and D=26 Vilues forap au( ()48- 2

and 4p 4[)4 0139) were computed from a study of C\hdUsllOn rates (Nicholson and ( or-
son, 1978, table HI %) ' . \

1 In hapter 11 we reported that the derivanve of duration with respect to-the unemploy-
ment rate was 93 Thisogn be bnverted to the derivauve of duration with rc‘zwl to then
sured unemploymen( raie by muluplying by 1 33 (See Nicholson and Corson, 1978, page
106)

3 Note tHat the aggregate compensation rate would not be equ 1lucd becathe WRR
Jhanges as the mux of the unemployed changes

l’l')
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error. In particular, alternative estimates were available for
ap/au and 3S/3u.* Table V.A.1 reports values for dD for a
. " range of estimates of ap/au and.- 3S/au. These estimates’
range from 4.2 to 7.3 weeks. While this range is fairly large it .
does not substantially affect the conclusion reached in the
chapter—namely, thatgSB-overcompensated for the effects
. of the recession. Finally, the calculations presented above ig-
nore the effect of the Ul waiting week on the earnings
replacement rate."To iniclude this, the first term in the expres-
sion for r'shou’ld be multiplied by (D/(D + 1)). If this is d“on?
two terms are added to the expression for the differential of r .
and the resulting estimate for dD is raised slightly to 5.4
weeks. ‘ ‘ - -

. ' "+ TABLEYAI -
Alternative Estimates of the Required Change
in Weeks of Potential Duration?

.

I

A3
* -

. apdu .
o, 0275 0375 0475
‘ r2 a2 - de 5.1
. - #S/3u Q 1.6 52 5.6 . 6.
—- 7 2 6.5 6.9 7.3
Q' T4 I ntris show the increase i weeks ot potential duratm;n requited to heep thegarmngs I

- replaceiunt rate CONLAnL 1N TSponse W a4 oreg pereentage polnt imerease i the msured
unemBloyment rate

“Another possibility.is to compute what happens to the
- earning’s replacement rate if the exhaustion rate is held cons- .
tant when du=4. This can be computed by noticing that

4 5 Alternative estimation techiiques used 1n the exhaustion rate study provided estimhtes °
for #p-eu that ranged from 0275 to 0475 The 0475 estimate was,sclected as,‘.\c best ~=
", because the effect of the «tate Ul system on the measurement of the JUR was,controlied for
” best tn the regresaon that produced the 0475 csumate For FSB reapiens 1S au was
» * esfimated 1o be 2 | for males The 1,2 cstimate was chosen as better because 1t was derived
.- from a regression on all unemployed individuals, not just those cxpcncnc;ngilong
- . unemployment spells . ‘ ~
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dp = (dp/du)du +'(dp/0D)dD and substituting thlS in. equa-
tion (2). When du=1and dp=0 (i.e., the exhaustion rate is
constant) dD=3.5 and we get

i

=- b (WRR) (D/S?) (357du):

-

+3;5|:p(WRR/S) - p (WRR) (D/§?%) (85/615)] . o (3)

« *

If we assume WRR =.65 and, keep the same values for the’
other variables, we find that dr -.003 wher the exhaustion
rate is held constant. That i is, a policy that Held ex.haustio.n
rates constant during recessions ywould have resulted in a fall |
in the earnings replacement rate of .003 (i. e, 0.3 percenty for
each I percentage point increase in the IUR. A

4.(" -
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V1. Ul EX,TENSIONS IN FUT'URE RECESSIONS

; -

A. Introduction

In the previous chapters we examined experience with the
FSB program in the recession of the mid 1970s and evaluated
its allocational and distributional effects. We now consider -
how this experience might be apf)lled during a future reces-
sion. The diskussion is organized around several policy ques-
tions that concern the timing, duration, benefit levels, fi- .
nancing, and other, aSpécts of ant FSB program. In conclu-
51on, we (dlSCUSS somé alternauves to FSB-type programs

B. When Should an FSB-Type Program Be Enacted"

b

The answer to this question depends to a large extent on
the primary rationale for extendmg benefits during a reces-
sion. If the primary aims of such an extension are to com-
_pensate individuals for the increase in unemployment dura-
tions. and to treat these individuals in the same wdy as in-
dividuals laid off during nonrecession periods (that is, keep
the probability of exhausting all UI benefits about the same),
_ . the current EB program would'be sufficient if the recession,
were relatively mild. For eXample, the automatic extensions
mandated under the E program would keep gxhaustion
rateg from rising above their pTe-rece§510n levels if the rise in
the insured unemploymént, rate remained below 3 per-
centage points. Alternatively, if policy makers wished to

" 99
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keep earnmgs rep{acement rates' constant instead of exhaus-
tion rates, EB would be sufficient if the rise in the msured

unemploymeﬁt rate were less than about 2.5 pomts 2

If mstead thq primary rationale for an FSB program is to
help prevent a rise in the mc1dence of poverty among the
unemployed, an FSB program might be enacted that w%ld

, provide lower exhaustion rates or higher earnings replace-
ment-rates than would normally result. That is, an FSB pro-
gram might be enacted in relatively mild as well as relatively
severe recessions. The available empirical evidence, however,

" only weakly supports the notion that the need for an income

t

w,

mamtenance oriented FSB program is greater durmg reces-
51ons .

Finally, even if the judgment is made that indicators sug-
gest a recession severe enough to warrant an FSB-type pro-
gram, there ,are good reasons for avoidirg -premature
implementation.. EB’ provides some breathing room: if™
dividuals who are just exhausting regular benefits when the
recession begins can receive up to 13 weeks of added protec-
tion from EB; and those who are just being laid off at that
time can co‘glect as many as 39 weeks of benefits-in all, There
is thus sufficient time between the beginning of a recession
and the time when, its fifst “‘victims’’ would reach FSB to
think carefu’ﬂy about whether and how FSB should be pro-
vided. '

[}

2 »
. ~ *
~

1. The ca'rmngs replacement rate 1s defined as the sum of Ul ‘benefits divided by after tax
earnings losses experienced ovcrlhc entire period of unemployment: ’-v

2. The TUR rose about thrc& points dunng the 1974-75 period so some small extension
bcyond EB would have been appropriate at that time.,

=
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. C. What Should Be the Duratron of an FSB Program? <

v ;:f . T

The" answer to this' questior is similar, to that of the\

previous one. If the rationale for the progran i$ p;;rmarll)7 n-
surance against wage loss, Ul durations should be,increased

“about"3.5 to 5.1.weeks for every 1 percentage point rise in the

insured unemployment rate aboVe the level for which the EB
program is considered satisfactory. A 3.5-week “increase
would maintain constant exhaustiorn rates and a 5.1-week in-
crease would maintain constant earnings rep'Iacement rates.

Such’ actions would therefore ‘provide UI recrplents with .

similar protection during recessronary and nonrecessionary
periods. THis strategy 1mp11es that an- FSB program’-would
only be requlred durjng relatively severe recessions and, for

most of these the program need only be of relatlvely short

duratlon ) ‘ o .

-
A

Andther rationale for an' FSB program is a welfare one
(i.ex, to prevent.a rise in.the incidence of poverty), and it
weakly supports a somewhat longer-extension program. We

showed in chapter V that existing welfare programs would -

not have provrded an. adequate substitute for FSB for low-
income households and that there was some weak ev1dence
that the incidence of poverty of Ul exhaustees was greater
during a recession. No guidance, however, was provrded as
to how long such a-program should last. This is a policy deci;
sion and requires an assessment of the trade-off between the
intreased income support, target-inefficiency, and mcreased
work drsmcentrves of UI extensions.

.
A}

\N

/

4

. ) . )
3. Pethapsahe goals of F§B- (ypc extensions could be achieved by having a vanable number _
of weeks of EB benefrs triggered more or less automatically in response to labor market

»

., conditions. ‘ . 4 . ¢

.
¥
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D. Can the DlsmcentWe Effects of UI Ex‘tensmns ' )
Be Mmgated" .

. Evidence was presented in chapter IV showing that each
additional week of potential FSB added at least .1 weeks to |
‘the average duration of unemployment because of increased
disincentives to take jobs. In the context of the 1974- 75
recession, this means that the FSB program added about
one-half point to ‘the national’ unemployment rate. Several
suggestions have been proposed about ways in which these
"disincentives might be mltlgated if a decisiori were made dur-
ing a future recession to institute an FSB-type program. For
example, it may not be desirable merely’to extend benefits
for all EB -exhaustees. Additiopal eligibility requirements
might be considered to reduce the cdst of extensions and to
try to reduce the disincentive éffects of the additional weeks
of UI benefits by focusing extensions on those workers with,
a demonstrated strong work attachment. For example, one
suggestion is to. limit benefjts to individuals who have
evidence of substantial pre-layoff work experience.* Data
from a simulation of the effects of ‘several such policies on
_the characteristics of FSB recipients are presented in table
" VI.1. These data focus on variables which may provide some
indirect evidence of reduced work disincentive effects. The
two demographic Variables, sex arid age, are used because
disincentive effects may vary across such groups, being
greater for females and for older individuals. The net wéekly
wage replacement rate is reported because of the positive ef-
fect of weekly wage replacement rates on unemployment
duratlon The proportion of recipients with a workmg
spouse is reported because this variable may be posmvely
. R .
. . }%

Q

4. Ahother,rationale for this restriction is that this group should be given greater insurance
than mdmbuals with httle work cxpcncme and this already occurs in the vanable duration_

[N
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v .

related to disi ive effects, and'finélly, labor force st'eﬁus'
in March 1975 is reported as ‘an indicator of p®9

unemployment labor force attachment. The datd reported in=g
TaplE VI.1 show that each of the four simulated additionalg¥ -
" eligibility requirements would have Teduced FSE caseloads

and cost, but would have had little-effect on any of the other
reported variables and, presumably, little effect on disincen-
tivve§. Three of these potential eligibility screens required
base period work experience for FSB in excess of that re-
quired for regular UI and the fourth scréen does not permit

" individuals'who had exhausted EB prior to the implementa-

tion of- FSB to receive benefits. Because some of these latter
individuals had relatively long gaps between EB exhaustion

. and FSB receipt,®it was Thought that the prineipal effect of

FSB on their behavior was only to draw many of]them back

inte-tire-labor force in order to collect FSB benefiits. In any

event, eligibility screens based -on work experience sgem
unlikely to reduce the disincentive effects of FSB.

Adfinal simulated policy, whose results are reported in
table VI.1, was to subject FSB benefits to the federal income
tax. The principal effect of this was to reduce the net weekly
wage replacement ratio from 65 to 60 percent and to reduce
the proportion of recipients with a replacement rate above 60
percent from 52 to 42 percent. Whilg in theory such a reduc-
tion might help mitigate the disincentive effect of increased
duration, empirical testg of this éffect with the FSB sample
produced statistically insignificant results.

In additjon to these policies that would restrict eligibility
and benefits for FSB, one policy approach that might reduce
the work disincentive effects of Ul extensions would be to
impose stronger job search and job acgeptance requirements
on these recipients. This approach was adopted, in fact, dur-

'ing thie latter part of the FSB program. Public Law 95-19,

~
*

-~
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" B TABLE V1.1 : .
Simulated FSB Program and Recipient Characteristics Under : .
Alternative FSB Eligibility Criteria and Applicaﬁon of the . ’ . et
Federal Income Tax ' . ) z |
' . o |
Program Measure  Actual Experience Alternative Eligibility Requirement® Subject Bene- o) |
and Recipient. = Under 1975 . 30 Weeksin 40 Weeksin 60 Weeksin ~ Notin FSB fits to Fed. g o
Characteristic FSB Program Bilse Year Base Year [ 3-Year Base Backlog Incomie Tax 2 . &
A . v y ). 2.
Caseload, as S . A ) ®
. percentage of . Y i T '
1975 program_ 100.0 763, 635 82.8 - . 8.7 _Jooo
_ Cost as percent- R ’ . : /;- } o f
.. age of M5 v - % : . . -
program coslb ‘ 100.0 . 79.7 . 61.7 .85.8 83.8 86.5 .
Mean Age * ; g g) ' ' ..
‘(years) . 389 + 39.7 394 0 - 38.4 38.9 Y
Percentage male 52.5 - 3.0 52.1 55.3. 529 . 55 }
. L8
Percentage of ot . ‘ . .
net wage re- _ . 7L: N . ) .
placed by Ul s o ‘ . -
0-40 15.1% 13.9% 13.9% 14.8% 14.6% 19.1%
- 40-60 33 0 327 "31.3 33.4 w333 39.2
- 60 and over , '51.9 53.4 54,8 :. 51.8 52.1 41.7 ’
Total 100.0% 100.0% 1069% 100.0% 100.0%. 100.0%’
~ Mean » 64.6 65.0 ] 65.3% 65.6, 64.7 59. S
s . . )
} S ‘
oy
Y
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by - %* ¢ o
vy e - - Y/
( .
Percentage with — 5 . .- ’ . '

earning spouse . ° 370 . - 37.1 : 39.0 . 36.6 37.3 37.0

b . ) . . 1
Labor Force . . e 2 . .
status, March . . - -

1976 LI - : - . .
Employed T 31.2% . _31.4%.- 33.6% 31.8% 31.7% 31.2%
Unemployed 4.7 - |  48.1 . 458 48.0 - 48.0 46.7

" Not in labor oo : .o :

force . 22.7 % 20.5° 20.6 20.2 20.3 2.1
"~ Total 100.0% 100.0% F00:0% 100.0% ... 100.0% 100.0%
Weighted Sample.  *. R ; o &
Sizet 6825 | %, 5207 :- 4,146 5,651 F 5,849 6,280
SOU RCE: Special tabulations based on the MPR FSB study data. )
a PWeeks™ refers o weeks of work. n— ’ -
-b. For.the income taxation option, cost melude®an.adjustment for additional taxes collted:
. C. Sample sizes vary both because of eligibility rewncnon} and because of lnuomplc(c.suncy data for certain iems
Iy ' c o T _u - " ’ ~
] " t- . o v '
- U s
. R W s
< __ “ - §
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enacted in Apnl 1977 contmued the FSB progr’arn and,
among other provisions, requued states to apply a uniform
set of job search and job acceptance requirements instead of
adoptjng the state requirements that otherwise applned
These ederal requirements disqualified for the duration of
.their unemployment spell FSB claimants who (1) failed to ac-
cept suftable work; (2) failed td apply for: suitable work to
which they were referred by the state; or (3) failed «to seek
work actively. These requirements were generally ‘more

© stringent than those’ifi the regular state prograins.’

-~~~

¥ One analysis ot\the effect ofr,hese reqmrements found'that
they had 'a S@Bstantial effect on the level of disqualifications,
incréasing the total by 78 to 287 percent in selected states.®
Most of these disqualifications were for f‘not ablé to’’ or
‘“‘not availablefor’’ work, but the rate for refusal of suitable
work also rose, The effect varied by state, being smallest in
those states with eligibility and disqualification provisions in

’ "the regular Ul program similar to.those imposed on FSB.

Thus, stiff job search.and job acceptance requirements for
UI extensions raise the rate of disqualifications and poten-
.tially may help mitigate the problem of work disincentives
although the connection between disqualification and work
disincentives, if any, is not well documented.

E. How Could FSB. Benefits Be Tar‘geted More
. Effectively on the Poor?
If a major goal of future extensions is to prevent increased

poverty among UI exhaustees, we have shown in chapter V

that it is inefficient to extend benefits to all exhaustees. Some

2 - ¢
C 4 -

S The dafimtion of suitable work 1n this provision was breader than that used in the -

regular state programs, including, for example, low wage (1.c., minimum wage) jobs that
would not uswly be considered suitable for most claimants under the state laws.

6. These results were reported in Felder and West (1978) and Felder and Pozdena (1978)

-
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targeting of benefits to the poorest recipfents may be |
desirable. The effect of several possible methods of doing’

this are reported in table VI.2. For each method, two

_measures of effectiveness are reported irr addition to the im-
pact on cost and caseload: the net wage replacement ratio '

and the disttibution of program benefits by recipients’

poverty status. This distributional measure differs some\yhat ’

from the concept used in chapter V where the dxsmbutlon of
recipients by poverty status was reported. It was chosen lo
show exactly how FSB expenditures would have been
distributed under the various polncy options.

The first policy analyzed in tabie V1.2 is the restriction of
FSB eligibility to recipients who, at the time of application,
had a household income below the Bureau of Labor

ﬁlatlsuc s 1975 lower living standard (i.e., about 1.8 times
the poverty line). This policy would have had only a small ef-
fect on wage replacement ratios but would have significantly
changed the distribution of FSB benefits. Almost 90 percent
of program benefits would, under this option, have been
paid to recipients wnh annual incomes below two times the
poverty line, compared with the 64 percent paid under the
actual 1975 program.” A second policy option—gsubjecting
FSB benefits to the federal income tax—would have reduced
wage replacement ratios but would have had lmle effect on
the distribution of after-tax benefits. The last two options,

" reducing the weekly UI benefit by 15 or 25 percent of the

sum of the spouse’s earnings and the family’s rent, interest
and dividend income, would have reduced wage replacement
rates considerably and shifted the distribution of benefits to

lower i income households. However, this shifting would not

£

[y .

\

.7 Because poverty meéasures are based un 1975 aftnual income but FSB cligibility 15 based
on inwome at the ume of FSB application, some individuals with 1975 houschold InLomes
aboué the lower living standard were sull ehgible for FSB




TABLE Vl.2

801

>

Actual FSB Program Experience and Simulated Experience
* Under Alternative Policy Options for Eligibility and
Treatment of Benefits ' .

-

- ~

Sxmulated Experience Under Policy Options
Weekly Benefit Reduction by

SUOYSSIIY 2anmn,{

Actual I')cpa"ience Household Income FSB Benefits Percent of
FSB Program ~ Under 1975 . Eligibility-Below Subject to Other Income -
- Measure FSB Program . 1975 Lower Living * Federal Income = 15,Percent 25 Percent
. Standard?® Tax . 3 !
Recipients eligible . - !
as percentage of ) v ! ‘
1975 program 100.0 69.4 e 100.0 & 97.0 896 - —~
Total cost as : <L
percentage of o . T
"1975 program 100.0 70.2 86.5° 85.5 78.7
Percentage distri- <l
bution of recip- i . - o
ients by-ratio of R
weekly UI benefit - . .
to net wage . ’ .
* 0-40 ’ 15.1% .16.9% ’ . 30.1% . 34.8%
- 40-60 330 - 353 . 36.9 33.8
60 and over 51.9 47.8 . 329 T+ . 314
Total _ 100.0% ) 100.0% ° . 100.0% . 100.0%

Mean - 64.6 : 62.3 . 526 - 50.3




s Y . : .
’ 8 . > - & v - +
’ o, , 4t R
v ;v}. 6 . v .
C . . :
) N A ! . .
’ ﬁercei‘x‘tage distri- , A . ‘ : : .
' .bution of FSB . . = ’
- outlays by recip- : : -
iemé’ 1975 house- , * ° . )
hold income, eX- * . ‘
¢ cluding FSB,as ., = - - AN ~
- multiple of S, v -
poverty level ) . o :
0.0-0.5 . 17.1% 23.3% . 16.8% 19.8% . 21.4%
- 0.5-1.0 19.4 + 27.3 ,20.2 2.1 . 236
CLeLs 145 - 21.(;]-\/ 14.8 15.8 16.4 .
1%5-2;0 - L 13.1 . 16. 13.2 13.2 ! 12.9
-2.0-30 ' 17.8 9.8¢ - 177 16.0 - 14.7
3.04.0 , 9.1 14 . 8.7 . 7.0 5.8
: - 4.0 and over 9.0 ’ 0.3 : 8.7 6.2 5.3
. _Touwl 100. 0% 100. 00% 100.0% 100.0% - _ 100.0%
nghted Sample ,
. Size® , 6,806 4,427 . 6,280 6,723 - 6,723
° J \ . .
SOURCE- Special tabulations from the MPR FSB study data tape. bl
a. Annual 1975 houschold income-excludes FSB The l,owcr Liting Standard 1s dcﬂncd by the Bureau of l abor Statistics and 1s approximately
1.8 nmes the poverty level N . . .o ~
b. Benefits less apphcable income taxes. . . . . '
¢ Sample sizes vary because of ehigibility requirements and because of mcomplctc survey data for certamn iterfs
. l » ’
: ‘1 1 J ]
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_have been as large as that accomplished with the lower living
standard income eligibility screen. o \ Rt

s~

Choosing among these options is ‘difficult because aHoca-
tional, distributional and administrative goals may bé¢ ini ton-
flict. The taxing option would be the ea51est admlnlst‘%atlvely
because the Ul system would rot need- -to collect addmonal
data (i.e., income data) to determine. FSB ellglblllty, or to
calculate payments as it would for the other options.
However, this policy would not 51gn1frcantly affect the
distribution of benefits. Of the other two fypes, of pohcxes
the income-eligibility screen would probably be the easiest to
ddminister because there would be no question of

‘s,

recalculating the benefit periodically (to account for changes

in fAmily income) and becausp .precise measurement of in-
come would only be necessary for 1nd1v1duals near the
eligibility cut-off. However, this ‘absolute cu& off of benefits
would create incentives for those with incomes above the cut-
off line to reduce the spouse’s earningsto ensure Ul eligibili-
ty. Despite this problem, use of an income eligibility screen
appears to be the easiest and most effecti ge way for FSB
benefits to be targeted to the poor. '

’

.

F.Can F SB-Type' Proérams Improve Job Search

Outcomes? -

Analysis of data from the FSB program showed that FSB
recipients who ultimately became reemployed suffered a
substantial loss in their real weekly earnings. Weekly wages
on jobs held in November of 1977 (about three years aftef
the initial layoff) were, on averdge, about 10 percent lower in
real terms than wéekly wages on thg pre-UI job. This loss oc-

_curred for both real hourly earnings, which declined about 3

percent, and for hours worked, which declined about 6 per-
cent This average loss masked consnderable variation in' in-
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dividual experiencés; nearly one-third had jobs paying less
(in real terms) than 75 percent of the pre-UIl wage. Thiis,
there are good reasons to ask if these job search outcomes
could be improved in future recessions_\.

Unfortunately, analysis of the reemployed FSB recipients’
interview responses also provided little guidance for improv-,
ing these outcomes. No evidence was.found supporting the
hypothesis that increased Ul durations led to increased post-
unemployment wages, dnd for men, services (such as

_counseling or job search assistance) provided by the Employ-

ment Service (ES) appeared to have had fo effect. On the -
other hand, women who'were similarly served by the ES were "
found to have gamed higher weekly wages. For women’s,
hourly. wages, however, the effect was insignificant, sug-
gesting that the ES may have helped women obtam full-time
rather than part-time jobs. .
<

With regard to training and education, the analysis show-
ed that FSB recipient skill levels were roughly comparable to
those of EB recipients. Hence, their long, unemployment .
spells were probably due mainly to the high unemployment
rates during the recession, rather than to a substantjal lack of
job skills. There was little evidence that those enrolled in \
education or training programs experienced substantial
payoffs as a result of their participation. C sequently, the =

'FSB experience sheds little light on the issue of whether

- ten51ons

trammg programs should play a role in future emergenéy ex-

t

G. How Should Emergency Extended Bene‘frts

Programs Be Fmanced" . . o

The FSB program was funded in two ways. Until April’
1977, costs, were charged to the extended unemploygent
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»
compensation account in the federal unemploynﬂam trust
. fund to- which a portron of federal Ul tax revenyes is

allocated. Following that date, the costs were charged to°

general revenues. The financing of future FSB program
should, in our view, continue to be from general reven
This method of financing would treat FSB in the same wgy

as other federal countercyclical programs and emphasizg

that severe national recessions are a federal responsibility

v

Such a method for financing extensions would result in costs\

being Spread generally over the population rather than being
charged lQ employers only.

That ‘approach is consistent with the notion that long
unempioyment spells during a recession result from
macroeconomic factors rather than from thecdecision pro-
cesses of firms. Although general revenue financing of FSB,
rather than employer payroll tax financing, may lessen the
incentive for firms to recall their own workers, we do not
believe this is pafticularly important for the case of the long-
term unemp)dyed.

H. What Alternatives to FSB Are Available?

If, in the future, the nation is faced with a recession severe
enough to warrant consideration of an FSB-type program,
two alternative programs rhight also be considered. Flrst if
the principal goal of an ESB-type program is income
maintenance for the long term unemployed, then a program
based on a household income eligibility test may be ap-
propriate. As we.showed in chapter V,_the current welfare
* programs would not provrde an adequate income to most U
exhaustees because of categorical eligibility restrictions. B t
an expanded, more generous welfare system might alter that
result.

1

\
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For example, we showed that the Carter Administration’s
1977 welfare reform plan would have halved the proportion
of FSB recipients under the 1975 program with household in-
comes below one-half the poverty level. An FSB pragram
would, in this case, have an additional antipoverty effect,
but the income maintenance argument.for FSB-type exten-

‘sions wguld be less strong than is presently the ‘case.‘

.+ A public Servicg employment program (PSE) for UL ex-

haustees might also be considered as a potential subititute

FSB extensions. While the choice between these two pro-
grams is partly one of congressional preference, several
points in favor of FSB extensions can be raised. First,
starting up a major PSE program would probably take
longer thus its impact might be delayed relative to that of
FSB extensions. Second, phasing out a PSE program may be
more (ﬁfflcult than phasing out an FSB program, particular-

ly since,any time limit placed on PSE jobs is likely to_be-

longer than any placed on FSB benefit extensions. Third, the

. cost of a PSE job slot is probably higher than the cost of FSB

benefits paid to the individual, glven that the value of output
from PSE, jobs may be low and given the relatively sizable
rate of substitution for-PSE jobs.? Fourth, any argument for
PSE that emphasizes the training aspect of employment may
not be particularly irgportant for UI exhaustees because

most already have substantial job experience and skills. And

finally, it may not be possible to create PSE jobs on a scale
that would equal the scale of FSB-type programs and any at-
tempt «té do so would likely exacerbate the timing problems

8 Another alternative wauld be (as described 1n table VI.2) to apply some sort of reduction
in benefits for a portign of other income. Income tested unemployment assistance was
recommended by the National Commission on Uncmpl&ymcm CompcnSauon (1980) p.
172, although 1t also recommended FSB extensions.

9. For a discussion of these issues see Garfinkel and Palmer (1978) pages 6-11. “*Substitu-
tion’* occurs when PSE funds are used to ﬁnancc ongoing local municipal employment
rather than to create new jobs.
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_ mentioned above. Thus, in future recessions, PSE jobs are
likely to be only a partial substitute for FSB extensions, if L4
they are judged necessary at all. . )

¢

v , .

- Lo




.
. 4 ‘“‘n.b ‘ o
. = [ AW
¢ AN &
* ) . i,
. - N .
“ -
I - 4L,
- s \ ) n,
g3
@

REFERENCES .

Barron, JM., am:l-W Mellow “Search-Effort in the Labor Market.”’
Journal of Human Resources 14 (Summer 1979): 389-404.

\Becker, Joseph M. In Aid of the Unemployed.- Baltimore: Johns
Hopkins University Press, 13165. :

Brewster, J. Alan, Walter Corson, John Friedmann, Walter Nicholson,
and Andrea Mayda. Final Report, Follhup Study. of Recipients of
Federal Supplemental Benefits. MPR Project Reports Series 78-15. ]
Princeton; Mathematica Policy Research, Inc., 1978. Caah

Burgess, Paul L. and Jerry L. Kxngston Labor Market Expenences of -
Unemployment Insurance Exhaustees Unemployment Insurance Occa-‘
sional Paper 79-3. U.S. Department of Labor, 1979. .

-t . Burns, Evglme M. The American Social Security System., Boston: ...
Houghton g’lifﬂin Company, 1949, '

- Clague, Ewan. “S'ocnal Secunty in a Stable Economy.”’ Discussion in the s },
Papers and  Proceedings of the American "Economic Assoc:anozz, ~ "’"‘g

January 1949. .
’ ’ oty
Classen, Kathleen P. *‘The Effect of Unemployment Insurance on the ,_
, Duration of Unemployment and Subsequent Earnings.”’ Industrial and_ ° .
Labor Relations Review 30 (July 1977): 438-44. . Ly e

.. Y

Corson, Walter, David Horner, Valerie Leach, Charles Metcalf, and A
Walter Nicholson. Final Report, A Study of Recipients of Federal Sup-
. plemental Benefits and Special Unemployment Assistance. MPR Project | ,
: - Reports Series 77-01. Prmceton Mathemanca Policy Research, Inc “
1977. < R

-

Corson, Walter. “Prelimin;n:y Draft; Welfare Reform and Extension of: i
Unemployment Compefisation Benefits.”” Princeton: Mathematica
Policy Research, Inc., June 1978. '




116

Crosslin' Robert. “Unemployment Insurance and Job Search.”
Mississippi  State Unwersxty, Department of Economics, 1975.
(Mlmeographed ) '

Ehrenberg R, G. and R. L. Oaxaca. ‘‘Unemployment Insurance, Dura-
tion of Unemployment and Subsequent Wage Gain.”” America
Economic Review 66 (December 1976). -

Felder, H. and R. Pozdena. The Federal Supplemental Benefits Pro-

. gram: Impact of P.L. 95-19 on Individual Recipients. Unemployment In-
‘surance Occasional Paper 78-4, U.S. Department of Labor, 1978.

Felder, H. and R. West. The Federal Supplemental Benefits Prograr'n:
Nation perience and the Impact of P. L. 95-19. Unemployment In-
surance OccasionalRaper 78-1; U.S. Départment Labor, 1978.

Garfinkel, Irwin and John Palmer. ‘‘Issues)\ Evidence and
Impli _g,tons;” in John Palmer, ed. Creating Jobs, Pub¥c Employment

Programs and Wage Subs:dtes Washington, D.C.: The\Brookings In-
stitution, 1978.

Hamermesh, Daniel. .Iobless Pay and the Econom Saltimore: Johns
Hopkins Univerdity Press, 1977.~~ .

Htght Joseph E. “Insured Unemployment Rates, Extended Benefits ‘and
Unemployment Insurance Exhaustions.’’ Proceedings of the Industrial
Relations Research Association 28 (December 1975): 242-49.

Holen, Arlene. ‘‘Effects of Unemployment Insurance Entitlement on
Duration and Its Search Outcome.”’ Industrial and Labor Relattons
Review 30 (July 1977): 445- 50 | .

Kaitzp H.B. “Analyzmg the Length of Spells of Unemployment
Monthly Labor Rewew90(N0vember 1970) 11207,

L3

Mofﬁtt Robert and Walter Nicholson. ‘‘The Effect of Unemployment

Insurance on Unemployment: The Case of Federal Supplemental
Benefits.” Paper presented at the Annual Meetlngs of the E.conometnc

Society, Atlanta, 1979." R

Lo




) ~ 117

’ CL < \/)
Murray, Merrill G. The Duration of Unemployment Benefits.
{ A Kalamazoo, MI:‘W.E_: Upjohn Institute for Employment Research,

January 1974. L

National Commission on Unemployment Compensatlon Final Report
Washington, D.C., July 1980. .

\

{ Newton, F. and H. Rosen. “Unempldymem Insurance, Income Taxa-
tion; "and Duration of Unemploymer@ Evidence from Georgia.”
! N Southern Economic Journal 45 (January 1979): 773-84.

Nicholson, Walter and Walter Corson. A Longitudinal Study of
Unemployment Insurance Exhaus}ees MPR Project Reports Series
\/I(-Ol Princeton: Mathematica Policy Research, Inc., January 1976.
& . -

Nicholson, Walter and Walter Corson. The Effect of State Laws and

- Economic Factors on Exhaustion Rates’ Jor Regular Unemployment In-

surance Benefits: A Statistical Model. Unemployment Insurance Occa-
sional Paper 78-7, U.S. Départment of Labor, 1978.

Nicholson Walter and Walter Corson. *“The Duration of Unemployment
Insurangce Benefits over the Business Cycle: A Theoretical and Empirical
Analysis.”” Paper presented at the Second Annual Research Conference,
Association for Public Policy Analysis and Management, Boston, Oc-
tober 1980.

Solon, Gary. ‘‘Labor Supply Effects. of Extended Unemployment
Benef" ts.”’ Jouyml of Human Resources 14 (Sprmg 1979): 247-55.
- - :

menberg, GM. “Stablllzanon Characteristics of Unemployment
IMrartee’”’ Industrial and Labor Relations Review 29 (Apnl 1976):
- 363- 76 ‘ —~
Walsh, Brendan M. “Unemployment Compensatlon and.the Rate of
Unemployment The Irish Expetience,”” in H.G. Grubel and M.A.
Walker, eds. Unemployment Insurance: Global Evidence of Its Effect on
Unemployment."Vancouver: The Fraser Institute, 1978, R;y 172-201.

Wandner, ‘Stephen. ‘“‘Unemployment Insurance and the Duration of

“Unemployment in Periods of Low and High Unemployment.’”” Un-

published paper, Unemployment Insdrance Service, U.S. Department of
M < Labor, 1975. . .o .




